CHANGING CONCEPTS OF BUSINESS 
INCOME 


By VICTOR L. GOLE, F.AS.A. 


any evidence is required to support 

the conclusion that stabilised or 
price-level accounting is still a very 
controversial subject providing a wide 
area of debatable ground, the evidence 
is submitted in a significant publication 
of The American Institute of Account- 
ants, under the title “Changing Con- 
cepts of Business Income”. 

This book, of some 150 pages pub- 
lished in 1952, presents the summary 
of deliberations of a research group 
which worked on the subject matter 
for three years from 1947. No fewer 
than forty to fifty members made some 
contribution. Accountants, business 
men, lawyers and economists were co- 
opted in the study. 


U.S. Grant. 

The American Institute of Account- 
ants received a grant of 30,000 dollars 
from the Social Science Division of the 
Rockefeller Foundation and augmented 
the research fund by a similar amount 
from its own resources. The biblio- 
graphy to the subject matter which is 
given in detail at the end of the pub- 
lication numbers over 130 contributors, 
Which have appeared in one or another 
of the recognised overseas journals 
Within the past few years. 

Some of the best-known names in 
American accounting literature were 
Members of this research group. It is 
therefore of particular significance 
that several of those who took part in 

study expressed themselves in dis- 
sent from some of the “Summary and 
lusions”’. 
~The study was directed toward the 
ination of income and the first 
Paragraph of the introductory section 
Was phrased in these words:— 
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“The growth in importance of in- 
come determinations in the social 
and economic life of the Nation, is 
a marked characteristic of the last 
half century. During the same 
period, the increase in size and com- 
plexity of business enterprises, has 
made the determination of business 
income more difficult and more es- 
sentially an accounting task’’. 


What is Income. 

One of the basic difficulties in a 
study of this kind is to reach a satis- 
factory understanding of just what is 
meant by the term “Income”. It is 
apparent that different people will 
have vastly different ideas on this sub- 
ject and even the same people at vari- 
ous times, and under varying condi- 
tions, may change their views. Even 
different groups of peeple like busi- 
nessmen, accountants, economists, 
lawyers and public authorities, will 
certainly define income in different 
terms. In fact, there is a marked re- 
luctance in many cases to attempt to 
define income in any settled way. 

For example, the term is nowhere 
clearly defined in the Income Tax Acts; 
economists over the past few hundred 
years have changed and modified their 
understanding of the term; case law 
bristles with interpretations arrived 
at rather painfully in specific cireum- 
stances. The time-honoured distinc- 
tion between capital and income de- 
scribed by one learned Judge as the 
tree and the fruit respectively, proves 
very often to be too broad to stand the 
test to which it is subjected. 

The Supreme Court of America, in 
defining income in connection with 
Income Tax, described it as the gain 
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from labour. or capital or both com- 
bined. The noted English economist, 
J. R. Hicks, in “Value and Capital”, 
said :— 

“We ought to define a man’s in- 
come as the maximum value which 
he can consume during a week, and 
still expect to be as well off at the 
end of the week as he was at the 
beginning.” 

Quite a deal of emphasis has been 
given to Hick’s concept of income in 
recent years by various writers, but 
this definition provides a number of 
further debatable questions. It is cer- 
tain that “income” needs a qualifying 
adjective to place it within practical 
boundaries of interpretations. For 
the purposes of a particular study, it 
is essential to consider a specific kind 
of income; otherwise the range is too 
wide to allow for any practical settled 
conclusions. Personal income, busi- 
ness income, gross income, net income, 
taxable income, assessable income, per- 
sonal exertion income and property in- 
come and also national income all come 
within the range. The research group 
of the American Institute was con- 
cerned with “business income’”’. 


The Measurement of Income. 

The increasing complexities of busi- 
ness enterprises have contributed con- 
siderably to the difficulty of measur- 
ing business income with any degree 
of accuracy. It is a far cry from the 
days of the single venture undertak- 
ings to the going concern idea which is 
expressed in the postulate of per- 
manence. The “accounting period” 
convention gives rise to the need to ap- 
portion various expenses to the period 
of measurement and at the same time 
to match the expenses with the income 
to which they are related. 

This process of apportionment is by 
no means easily accomplished. The 
use of inventories, the rational alloca- 
tion of depreciation charges, taking 
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care of the obsolescence factor on non. 
current assets, accruals and defer. 
ments, all complicate the measurement 
of income and provide much debatable 
ground among accountants. 

A somewhat similar concept of re 
lating income and expenses is intro 
duced in income tax law. J. P. Han 
nan, in the “Principles of Income 
Taxation”, states that under the Com. 
monwealth Act, allowable deductions 
rest upon and embody the Funda 
mental Rule and goes on to describe 
the Rule in these words :— 

“In the calculation of income to be 
taxed, no deduction is allowable un- 
less it represents a loss or outgoing 
incurred in the course of operations 
directed to the production of in- 
come”’. 

This has also proved to be debatable 
ground between Commissioner and tax- 
payer. 

Accountants have not been inactive 
in seeking to improve the technique 
of income measurement, and for many 
years, there has been a steady flow of 
literature devoted to various aspects 
of the subject. It is reasonable to say 
that certain rules or postulates have 
now received wide recognition and, 
generally, accounting standards have 
improved and are continuing to im- 
prove. 

Nor in this trend has the basic struc- 
ture of accounting statements been 
broken down, although considerable 
thought has been directed to improving 
the formal structure of accounts. 

Most of the debate and controversy, 
and indeed the improvement, has been 
based on the acceptance of the “cor- 
stant money value convention”. Until 
comparatively recent years, the op 
position to this convention was rather 
isolated, and was viewed perhaps 4s 
being purely academic. Gathering 
momentum during a period of infla- 
tion with fairly rapidly-changing price 
levels, this opposition has become very 
substantial and very vocal. It is not 
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restricted to accountants, but more 
particularly characterises the view- 
point of economists and businessmen. 
Accountants for the most part have 
been placed on the defensive, although 
their camp is very much divided on the 
subject. . 

Stabilised or price-level accounting 
provides another fertile field for con- 
siderable differences of opinion con- 
cerning the measurement of income. 
If the subject matter of debate and 
controversy was complicated before, 
the complications are certainly en- 
hanced now with the introduction of an 
additional feature carrying its own 
very significant implications. 


Price Level Implications. 

The attack upon the “constant 
money value convention” or as it is 
called in the research group study “the 
monetary postulate”, is based upon the 
conclusion that the value of money 
changes and particularly so in times 
of accelerated inflation or deflation. 

This conclusion is widely recognised 
in various walks of life, and cannot, 
for most purposes, be ignored. Whether 
or not it can be ignored in accounting 
statements, was the question to which 
the research group primarily ad- 
dressed itself. 

But the question is a broad one, and 
if it is decided that changes in money 
values cannot be ignored, there are 
the immediately relevant questions of 
how the changes can be expressed in 
accounting statements; whether they 
ought to be excluded from the conven- 
tional statements and expressed in 
supplementary data; and whether the 
inclusion of any such data would be 
more misleading than helpful. 

Opinions on these various questions 
were far from unanimous and even 
after the lengthy deliberations, group 
members were divided on many points. 

If the measurement of income de- 
pends on matching costs or expenses 
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with the income to which they are 
related, there is an increasing body of 
opinion which suggests that the match- 
ing should be done in money of the 
same period or of the same value. 


Time intervals are important con- 
siderations in this process, for it is 
evident that cost or expense may be 
incurred at one time, or in one period, 
and only be brought into account for 
income measurement in another period. 
The length of the time interval is a 
vital feature, because the longer the 
interval the wider are the variations 
in money values likely to be, except 
that in some circumstances, the inter- 
val may be sufficient for value to 
travel a full cycle and return prac- 
tically to its original level. 

Two factors of outstanding import- 
ance because of time intervals are the 
usage of inventories and the usage of 
non-current assets. The latter will 
invariably involve a long postpone- 
ment, or more correctly a gradual ap- 
propriation of cost in the matching 
process, and will therefore involve 
balance sheet considerations in addi- 
tion to those of income measurement. 
The former involves usually a shorter 
postponement of use, but at least a 
carry-over sufficient to cause also 
balance sheet considerations. 

Changes in price levels or money 
values are therefore much more sig- 
nificant in these cases than in those 
where the matching can be done en- 
tirely within the one accounting period. 

There is sometimes a conflict be- 
tween income measurement and 
balance sheet presentation when it is 
sought to show the implications of 
changing value in the accounts. This 
is particularly so in using the LIFO 
basis for inventory valuation and for 
charging cost of sales with goods used 
in the period. It would also be so if 
depreciation was taken on replacement 
cost instead of historic cost, and de- 
ducted from the asset values unless 
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further changes are made in those as- 
set values. 

The argument in favour of giving 
effect to price-level changes in account- 
ing statements is directed for the most 
part to measuring current income in 
terms of current costs which, in other 
words, would mean that all items in 
the measurement should be stated in 
terms of the same value. 


The Choice. 

Orthodox accounting practice sub- 
scribes to the procedure of measuring 
income in terms of monetary units of 
changing purchasing power. There is 
no attempt to make adjustments for 
changing price levels and their in- 
fluence on the matching process. Nor 
is there any attempt to adjust balance 
sheet values from time to time to bring 
them into line with the current price 
level. 

A considerable body of authoritative 
opinion supports this orthodoxy and 
advances reasons why orthodoxy 
should not be disturbed. There is, at 
the same time, a growing body of opin- 
ion which supports the alternative 
choice of measuring income in terms 
of equal purchasing power and featur- 
ing balance sheet value at the current 
price level. This opinion rests on the 
belief that more realism is introduced 
into accounting statements by the 
adoption of this alternative. This 
realism would then be a more useful 
guide for various kinds of decisions, 
especially in respect of business policy, 
investment, and as an aid to economic 
measurement at the national level. 

In the adoption of the alternative 
choice, two methods are suggested. The 
first is to adjust the cost figures first 
determined by orthodox accounting 
processes to those which would reflect 
the change in purchasing power of 
money within the period. The second 
is to use the cost of replacing or re- 
storing what has been consumeéd, sold, 
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or has gone out of existence as the 
significant figures. 

The difference between these two 
methods was not considered to be very 
significant by the group. 

It is apparent that the difficulty of 
providing a more useful determina. 
tion of income and at the same time, 
a fully significant statement of finan. 
cial position, was recognised. The 
group generally favoured enlarging the 
accounting framework to distinguish 
between income measured in units of 
equal purchasing power and the ef. 
fects of changes in value of the mone 
tary unit. For the time being, this 
would be in the nature of supplemen- 
tary data to the orthodox accounts, 

Index numbers or the index number 
reflecting the general purchasing 
power, would be used to bring all re 
levant items to the point where they 
could be stated in terms of the same 
purchasing power. It was also sug- 
gested that the independent account- 
ant or auditor should express his 
opinion on this additional information. 


Dissent. 

Another significant observation was 
that corporate bodies should indulge in 
a much greater degree of disclosure 
concerning the methods of dealing with 
the various items of income determina- 
tion. There should be a _ systematic 
effort to reach a greater degree of umi- 
formity in the treatment of routine 
transactions. 

As already indicated, the report of 
the research group has been published 
with the approval of the majority o 
its members; but several of them re 
served the right to state their dis 
senting views concerning many of the 
observations and conclusions which 
form the subject matter of the pub 
lication. 

These dissenting views are directed 
to a number of different aspects and, 
in most cases, the desirability of 
further experiment and research 3 
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suggested before disturbing the con- 
stant money value convention. 

The difficulty of selecting a suitable 
index or series of index numbers for 
the conversion of various items, was 
emphasised, and some criticism was 
made of adopting a general index in- 
stead of specific indices for different 
classes of items. 

Some of the dissentients express the 
view that to attempt to introduce data 
indicating the effect of price-level 
changes, even by way of supplemen- 
tary information, may lead to greater 
misunderstanding on the part of in- 
terested parties than existed at pre- 
sent. 

This was particularly so in view of 
the lack of uniformity which would 
exist for the time being. Considerable 
criticism was directed to the idea that 
the independent accountant should be 
expected to express an opinion on the 
information presented in or in con- 
junction with the published accounts, 
as far as this related to price-level 
adjustments. 


Australian Opinion. 

Not very much has been contributed 
to the subject of price-level account- 
ing by Australian writers. Those who 
have shown an interest have been con- 
tent to examine the subject dispas- 
sionately and present a broad survey of 
the implications of changes in the 
value of the monetary unit in income 
measured. 

Mr. A. A. Fitzgerald’s paper to The 
New Zealand Society of Accountants 
in February, 1950, and featured in 
“Current Accounting Trends”, a 1952 
publication of his collected papers, was 
a splendid example of careful enquiry 
and dispassionate observations. 

These observations were tempered 
with caution in departing from ortho- 
doxy in the presentation of published 
financial statements. At the same 
time, Mr. Fitzgerald supported the idea 
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of further research and discussion 
directed to evolving methods such as 
those advocated by Henry W. Sweeney 
in “Stabilised Accounting”. 

The index number method of ad- 
justing item values to give effect to 
price-level changes was favoured, and 
the opinion was expressed that such a 
development would “have the effect of 
bringing out clearly the relationship 
between current real profits and cur- 
rent dividend distributions; and it 
would result in a more consistent basis 
of balance sheet statement of all assets, 
than the orthodox accounting method 
does”’. 

The difficulty of selecting suitable in- 
dex numbers was not overlooked. Two 
significant factors should be men- 
tioned. First, the need for greater 
disclosure in published accounts; 
second, the need for greater uniformity 
of accounting concepts and presenta- 
tion of accounts. 

A more emphatic view is taken by 
Raymond Chambers in “Accounting 
and Business Finance” in The Aus- 
tralian Accountant, July/August, 1952. 
He strongly advocates the presentation 
of accounting statements to give ef- 
fect to price-level changes and goes so 
far as to suggest that the structure 
of accounts should be expanded for 
this purpose. His view is that busi- 
ness policy decisions, investment de- 
cisions, economic measurement, and 
the interests of various parties, would 
be served better by this technique. 

One thing is certain, the subject of 
accounting for price-level changes is 
worthy of the concerted attention of 
research and study groups among ac- 
countants. Even dissentients advo- 
cate further study and enquiry. 

There may be new horizons for ac- 
countants in this subject, and un- 
realised opportunities for more effec- 
tive accounting service. The incen- 
tive is there; it provides a stimulating 
challenge. Do we take it up? 





COST ACCOUNTING 
By D. R. RICKARD, A.A.S.A. (Lysaght’s Works Pty. Ltd.) 


(Based on a lecture delivered to members of the Common- 
wealth Institute of Accountants, N.S.W. Division, and part of 


the Members’ Refresher Course.) 


IS talk is the third of the series 

based on the report of the British 
Management Accounting Team which 
visited the United States of America 
in April, May, and June, 1950, under 
the auspices of the Anglo-American 
Council on Productivity. This report 
eannot be too highly recommended 
both to managers and accountants. 

It is not my purpose to become in- 
volved in the details of methods used 
in cost-accounting systems; a number 
of excellent books are available for 
guidance. I do, however, propose to 
spend some time on attitudes and prin- 
ciples, and to endeavour to relate the 
cost-accounting section of the Manage- 
ment-Accounting Report to Australian 
conditions. 


Object of Cost Accounting. 

It is platitudinous, but nevertheless 
sometimes overlooked, that cost ac- 
counting is a means to an end, and not 
an end in itself. Unless we are clear 
about the purposes for which cost 
data are required, we shall fail to form 
a correct appreciation of industrial ac- 
counting or of the observations of the 
Management-Accounting team. 

It would be difficult to find any body 
more qualified to make pronounce- 
ments on cost accounting than the Com- 
mittee on Research ef the National 
Association of Cost Accountants 
(U.S.A.). The N.A.C.A. has a mem- 
bership of approximately 30,000, liquid 
assets of over 1,000,000 dollars, and 
an annual income of over 500,000 dol- 
lars. It employs a permanent research 
staff which conducts field surveys and 
does other ground work for the com- 
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mittee. The committee consists of 
some thirty members drawn from in. 
dustry, the profession, and the uni- 
versities; many are _ internationally 
famous. 

In Research Bulletin No. 7 of May 
15, 1946, it says :— 

“The collection and analysis of cost 
data should be directed at serving the 
following essential purposes :— 

(a) Determination of periodic pro 
fit, including inventory valua- 
tion. 

(b) Budgetary planning. 

(c) Cost control. 

(d) Pricing policy. 

(e) Current applications of plans 
and policies.” 

The Committee also points out :— 

“The same cost data cannot serve all 
purposes equally well. Many of the 
apparent differences of opinion among 
cost accountants are not fundamental, 
but arise from failure to recognise 
that cost data prepared for one pur- 
pose may not be appropriate for other 
purposes.” 

The first-stated use of costs—that 
is, for the determination of periodic 
profit, including inventory valuation 
(in other words “costing” )—whilst it 
is essential, has in the past occupied 
an unduly large part of the attention 
of industrial accountants here and i 
Britain. The prime object of cost 
accounting must be to serve manage 
ment. 

Top management in the U.S.A. i 
mainly interested in forecasts and 
policies. This involves the crystal 
ball section of the accountant’s work 
—budgetary planning and _pricilg 
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policy. Top executives are also con- 
cerned in major current problems, and 
with the summarised results of cost 
control as a means of controlling their 
immediate subordinates. 


The lower levels of management are 
interested in cost control of current 
operations, and in the more minor al- 
ternatives which arise from day-to- 
day problems. 


Management in Australia is moving 
steadily towards forecasting and away 
from historical results. The change 
since immediately pre-war is remark- 
able. If management has lagged in 
this regard in the past, or continues 
to do so in many cases even now, the 
blame must rest to a considerable ex- 
tent on industrial and public account- 
ants who have either not known the 
right answers or who have failed to 
sell their ideas to management. I say 
this knowing full well that manage- 
ment calls the tune, and that it is the 
accountant’s job to produce what man- 
agement requires. 


The Industrial Accountant’s Approach 
to his Job. 


Allow me now to quote from the 
Management-Accounting Report. It 
says :— 

“This whole trend in American in- 
dustrial accounting is summed up in 
the development of the office of ‘con- 
troller’ — a_ distinctively American 
feature. The nearest approach to the 
controller in Britain is the chief ac- 
countant, but there are sufficient dif- 
ferences between the responsibilities 
of the respective offices in the two 
countries to justify the different titles. 
More is expected of the controller, and 


he demands more of himself and his 
staff, 


“The controller recognises that his 
Primary function is to serve manage- 
ment, and therefore he takes care to 
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know and understand the problems 
that the various managers are facing. 
He does not, of course, pretend to be 
able to solve the problems of produc- 
tion or marketing, but he knows their 
nature and so can discuss in detail 
with all levels of management the 
financial implications of the solutions 
they suggest. 


“He is not content merely to super- 
vise the production and interpretation 
of the routine reports. He is con- 
stantly making special reports on par- 
ticular subjects, either on his own in- 
itiative or at the management’s re- 
quest. 


“His personal touch with the man- 
agement is very close, and so he gets 
into the way of thinking in its terms. 
His approach to figures therefore is to 
look ahead rather than back, and he is 
developing (sic) the techniques of pre- 
paring a forecast.” 


In an address given a year ago, Mr. 
L. D. Hochberg, production director 
of The Goodyear Tyre and Rubber Co. 
(Australia) Ltd., said:— 


recent surveys made both 
in England and the United States re- 
veal that only 14% of a successful en- 
gineer’s success can be attributed to 
his knowledge of engineering subjects. 
The other 86% was attributable to his 
ability to get along with other people, 
to sell his ideas, and to convince people 
that they should go along with him.” 


This statement, in principle, may be 
applied equally to the successful indus- 
trial accountant; the operative word is 
“successful”. 


I am inclined to believe that many 
accountants in Australia, after the 
early years studying accounting theory 
and law and gaining practical experi- 
ence primarily in methods, blossom 
forth as qualified accountants with 
little appreciation of the points which 
we have just considered. I suggest 
that, having qualified, they should en- 
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deavour to become familiar with the 
problems faced by all levels of manage- 
ment, and learn to think more as 
managers than as accountants. Tak- 
ing part in the activities of the Aus- 
tralian Institute of Management would 
help considerably to broaden their out- 
look and increase their knowledge. 

Moreover, the accountant in industry 
needs to be on friendly terms with pro- 
duction men and those in other depart- 
ments; he must know his company’s 
organisation, and should be familiar 
with the technical processes of the 
plant. 

Without wishing in any way to be- 
little the importance of accounting 
techniques, systems, and methods, I do 
feel that the vital matters are those 
which we have just considered. If the 
accountant’s thinking on these is right, 
with common sense and diligence he 
will always be able to evolve satisfac- 
tory systems and methods. 

Let us now examine the types of cost 
data required for the purposes pre- 
viously outlined. Once again I shall 
draw on N.A.C.A. Research Bulletin 
No. 7. 


Profit Determination. 

The process of measuring periodic 
profit involves the matching of incomes 
and costs on some consistent basis. 
This includes the application of costs 
to units of product as a basis for 
separating the costs of the units sold 
from those of the units remaining in 
stock. It is historical in nature since 
it involves reporting on what has al- 
ready happened. For this purpose 
historical costs are needed. 

In a sense, all costing for profit de- 
termination is concerned with the al- 
location of historical costs to periods 
of time. In the process of measuring 
the costs to match against the income 
of an accounting period, three areas 
of decision are recognisable :— 
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(a) Capital v. income charges. 

(b) Product costs v. period costs, 

(c) Cost of goods sold v. cost of in. 
ventory. 

Each of the above classifications pre. 
sents its own problems, many of which 
are not susceptible of precise measure. 
ment or solution. Opinions vary on 
how some of these problems should be 
solved, as instanced by the contro- 
versial theory of marginal, or direct, 
costing. The decisions reached can 
have an important influence on the 
valuation of inventories and the divi- 
sion of reported profits between ac- 
counting periods. 


Budgetary Planning. 

In planning for the future, manage- 
ment is concerned primarily with find- 
ing that combination of income, costs, 
and volume which will yield the great- 
est net profit return. For this pur- 
pose, management needs the best pos- 
sible estimate of expected “actual” 
costs for each set of conditions under 
review. _ 

The vehicle most commonly used for 
planning purposes is the forecast bud- 
get. Sales forecasting will be dealt 
with in a later lecture. Assuming no 
significant change in products or 
methods, the adjustment of past costs 
to provide the expected actual costs for 
planning purposes largely relates to 
forecasts of :— 

(a) The prices which will prevail dur- 
ing the budget period for material, 
labour, and services. 

(b) The efficiencies which can be ex- 
pected in the use of material, the 
application of labour, and the use 
of facilities and services. 

(c) The influence of volume, or rate of 
activity, on costs. 


Cost Control. 

Control presupposes effort directed 
towards a desired result. It involves 
not only predetermination of the de 
sired result but also taking action 
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make actual results conform with 
planned results. 


The control of costs involves the 
adoption of standards of comparison, 
that is standard costs and budget al- 
lowances. Control is achieved through 
efforts to keep actual costs in line with 
predetermined standards at the time 
the costs are incurred, and by com- 
parison of actual costs after they are 
incurred with these standards to re- 
veal out-of-line performance so that 
steps may be taken to remove the 
causes. 


An excellent summary of American 
cost-control practice is to be found in 
N.A.C.A. Research Bulletin No. 9 of 
March 15, 1947:—Trends in Cost Con- 
trol Practice. This is what is said, 
after some discussion of pre-war prac- 
tice :— 

“In summary, it may be said that 
good cost-control practice in the period 
before the war involved :— 


“(a) The classification of costs in 
terms of :— 
Nature of expenditure. 
Responsibility. 
Variability. 
“(b) The predetermination of costs in 
the form of planned or standard 
costs and budgets. 


“(c) The accumulation of actual costs. 


“(d) The comparison of actual costs 
with cost—or budget—standards 
in order to determine what vari- 
ations had occurred and the 
causes of these variations. 

The prompt reporting of vari- 
ances to those individuals having 
authority to incur costs as well 
as to the next level of manage- 
ment. 

Managerial action to eliminate 
unfavourable variances when ac- 
tual costs differ from standard 
costs or budgets.” 
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After some remarks on the un- 
favourable effect of World War II on 
cost control in the U.S.A. and the post- 
war return to sound practices, a sur- 
vey is made of the present or contem- 
plated actions of American companies 
at that time. The sub-headings, which 
I now quote, are indicative :— 

“(a) The review and revision of ac- 
count classifications to conform 
to the present organizational set- 
up. 

The revision of cost standards. 
The simplification of accounting 
routines, including the elimina- 
tion of repeated allocations and 
distributions. 

The greater mechanization of 
clerical operations. 

More extensive use of long-range 
business planning. 

Continued growth in application 
of flexible budgets. 

The increased use of budgets in 
terms of physical units. 

A wider recognition of the need 
‘for designing reports for the 
specific uses to which they are to 
be put. 

A tendency to speed up the pre- 
paration of reports and an in- 
creased use of weekly and even 
daily reports. 

Greater emphasis on staff help 
to the various executives in trans- 
lating facts into action as con- 
trasted with the practice of sub- 
mitting reports without interpre- 
tation. 

Increased use of the cost depart- 
ment to provide special analyses, 
reports and suggestions in con- 
nection with changes in products, 
prices, methods, and equipment 
used in both manufacturing and 
marketing. 

Some renewed interest in the ap- 
plication of cost-control activi- 
ties to distribution. 
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“(m) The development by some com- 
panies of educational campaigns 
to sell cost control throughout 
their organisations.” 

This research bulletin in effect gave 

a preview of much that the Manage- 

ment-Accounting team saw and re- 

marked upon some three years later. 


Pricing Policy. 

The purpose of pricing policy is to 
determine the price for a product 
which will permit a maximum total 
profit over a period of time, giving 
effect to the costs for those volumes 
which the determined price is expected 
to produce, and allowing for the 
averaging effect of subnormal and ab- 
normal years in the planned period. 

For this purpose management needs 
projected product costs based on its 
determination of normal volume. Long- 
range pricing policies having been de- 
cided, deviations from these to meet 
short-term conditions require cost and 
other data based on these conditions. 

In general, for pricing policy pur- 
poses, one needs :— 

(a) Costs in terms of units of pro- 
ducts. 

(b) Over-all costs to make and sell, 
rather than costs for inventory 
valuation. 

(c) Cost differentials arising from dif- 
ferent methods of sale or delivery. 

(d) Normal costs, rather than short- 
run actual or expected costs. 


Current Application of Plans and 
Policies. 

Management is constantly required 
to make tactical arrangements and de- 
cisions to implement the strategy of the 
over-all plan. Policies, plans, and 
forecasts, despite their usefulness in 
the management of a business, do not 
eliminate the need for continuous 
managerial action in meeting current 
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problems. Policies and plans deal 
with norms which management hopes 
to attain over the long run. Normal 
conditions seldom prevail over short 
periods of time, and management is 
constantly faced with the need for 
modifying and adapting long-range 
plans and policies to the conditions 
which exist in each particular stage 
of the shifting business picture. 


The application of plans and policies 
in line with current conditions usually 
involves a choice of one of several al- 
ternative courses of action, and the 
expected cost and related income under 
each alternative is often the decisive 
factor in determining which course 
shall be pursued. 


In illustration of the problems which 
arise, the following instances are 
given: whether to undertake a con- 
struction job or place it in the hands 
of an outside contractor; whether to 
replace a piece of equipment; to make 
or buy a component part; to accept 
business at a special price; to substi- 
tute materials; to change a method of 
production. 


Types of Systems. 

Obviously the costs needed in each 
case must be those pertinent to the im- 
mediate problem. In general, they 
will be the expected actual costs relat- 
ing to the specific situation. Differen- 
tial costs are needed for alternative 
courses of action, and one of the most 
important distinctions to be made is 
between “sunk” costs which will be 
unaltered by the decision, such as de- 
preciation on existing equipment, and 
the extra costs which would be in- 
curred in each alternative course. 


In outlining the various types of cost 
data required for different purposes, 
I have probably been guilty of creat- 
ing some confusion about how these 
different requirements can be recon- 
ciled and be met in a business by one 
cost system. However, it is quite pos 
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sible to develop systems in the books 
which meet the requirements of profit 
determination and cost control, while 
furnishing the basic data for the de- 
velopment of forecasts, projected nor- 
mal product costs, differential costs, 
and such-like separately from the 
books. 


The Management Accounting Report 
gives some examples of systems em- 
bodying various mixtures of historical 
and standard costs and different types 
of standard costs. The possible per- 
mutations and combinations are in- 
finite, and the best course would be to 
give you a picture of best American 
practice and briefly describe the high- 
lights of the techniques and systems 
used by three of the companies which 
I visited during 1946. Their systems 
have been written up in various issues 
of the N.A.C.A. publications. (Mr. 
Rickard gave a case study of some 
length of the system used by the Arm- 
strong Cork Coy., Pennsylvania, and 
more briefly referred to those of the 
Crown Can Coy. of Philadelphia, and 
Bausch & Lomb of Rochester. For 
reasons of space limitations these de- 
scriptions by Mr. Rickard have been 
omitted. Readers interested should 
refer to the N.A.C.A. publications at 
the Institute libraries.) 


Marginal, or Direct, Costing. 


It appears from overseas journals 
that marginal, or direct, costing has 
found more support in the U.K. than 
in the U.S.A. Perhaps this is because 
of the greater prevalence of standard- 
cost systems in the U.S.A., since many 
advantages of direct costing can be ob- 
tained through standard costs without 
combining direct costing with them. 


Of about 60 companies in the United 
States visited by the Management 
Accounting team, only one used direct 
costing. The systems used by this 
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company, the Dewey and Almy 
Chemical Co., are described in greater 
detail in the N.A.C.A. bulletin for 
January, 1951. 


However, direct costing seems to be 
evoking current interest in the United 
States, and it was discussed at the 
Thirty-third International Cost Con- 
ference organized by the N.A.C.A. in 
June last. Whether, after study of 
direct costing, you become a convert 
or remain a heretic, you will un- 
doubtedly profit by gaining a better 
appreciation of  profit-volume _ be- 
haviour, overhead incidence, and mar- 
ginal products and volume. 


Some Points on the “How” of Cost 
Accounting. 


Integration. 

Separate cost.and financial systems 
are a historical hangover. Who, 
starting a system from scratch, would 
dream of such an artificial division? 
If you have not already done so, in- 
tegrate your accounting system. 


Chart of Accounts. 

This is a “must” in organizing your 
accounting. Cost-centre and account 
codes are required. 


Speed of Reporting. 

A fair aim is daily figures by 9 a.m. 
next day, weekly reports by the follow- 
ing Tuesday, monthly results by the 
fifth working day. Standard costs aid 
by speeding up costing work and by 
reducing the need for interpretation 
of reports. Speed with reasonable 
precision is better than absolute ac- 
curacy with delay. The Management 
Accounting Report states :— 


“The reports are often handed out 
personally by the controller or a senior 
member of the staff, with a verbal ex- 
planation of the figures, and the con- 
troller is prepared to answer questions 
on the spot. Action appeared to fol- 
low fast upon receipt of the figures. 
Reports are expected to be used, other- 
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wise management is ruthless in scrap- 
ping them. Formal conferences are 
rare, it being implicit in the whole 
competitive atmosphere that each man 
is expected to do his job and to meet 
his budget or else have a very good 
explanation.” ! 


Differential Costs. 

This is one of the most important 
conceptions for the industrial account- 
ant and well repays study. 


Cost Consciousness. 

The productivity team on packaging, 
in its report, says :— 

“In the U.S. an awareness of cost is 
general throughout a factory. Sav- 
ings mean nothing unless their re- 
lationship to cost is apparent. For a 
man to strive to save $ cent per unit, 
he must be conscious that it costs 10 
cents to begin with. Savings, in our 
observations in the U.S., were realities 


because prevailing costs are not locked 


They are 
Costs are 


away in confidential files. 
banged into people’s heads. 
not selling prices. 

“Any visitor to the U.S. notes the 
American’s familiarity with figures, 
whether it be the cost of a new high- 
way, a new building, and so on. We 
are tempted to question the accuracy 
of all the figures—not always in terms 
of money, by the way—and to overlook 
the real significance of this attitude 
of mind. If a man is using a machine 
and believes that it cost $100,000, does 
it really matter if there is a nought too 
many or too few? To the enquirer, 
such as the visitor—yes, it does. But 
that is where we miss the point. The 
man has the value of his machine in 
mind as a measure of his responsibility 
for it, all the time. He is not only 
looking after a machine, he is looking 
after ‘$100,000’ and that means a lot 
in any language. Is there not a les- 
son in this attitude of mind?” 
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The same methods meet with suc- 
cess in Australia. Get the costs out to 
foremen and superintendents. 


Profits. 

The profit chart, or break-even 
graph, is a most useful tool for man- 
agement. Profits, not costs, are the 
touchstone. Hence the cry is “man- 
agement accounting” rather than “cost 
accounting”. The cheapest product is 
not necessarily the most profitable, and 
it is often necessary to spend money 
to earn more. The Management-Ac- 
counting Report says of the American 
outlook :— 

“The board of directors is often as 
a matter of policy prepared to spend 
capital more freely to enable a new 
product to be made or production to be 
increased than for the reduction of 
cost. It is argued that the gain or loss 
for not cutting costs is measurable, 
whereas the loss involved in missing 
an opportunity is immeasurable.” 


Conclusions of the Management- 
Accounting Team. 


As a matter of interest, and not as 

a summary of this lecture, some con- 

clusions of the Management-Account- 

ing team on cost accounting are now 
given :— 

“(a) There is a difference in the use 
made by senior and junior man- 
agement of accounting informa- 
tion. Senior management spends 
much more of its time consider- 
ing the future and studying fore- 
casts and budgets for the purpose 
of planning and setting targets, 
whereas the nearer the manage 
ment is to the shop floor and the 
customer, the more interested it 
is in studying recent actual re 
sults in comparison with the bud- 
gets and forecasts, as a guide to 
immediate action. 

But all levels of management, 
from top management to foremen 
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“(h) 


and chargehands, are familiar 
with figures and have a marked 
ability to absorb information in 
this form. The use of figures is 
considered an essential part of 
every business man’s training. 


The controller in many com- 
panies makes every effort to 
keep routine reports to the mini- 
mum. He and his staff devote 
more and more time to the com- 
pilation of special non-recurring 
reports on subjects which are 
occupying the attention of man- 
agement. 


All control figures are produced 
for the sake of guiding policy and 
action, and never just as a matter 
of interest. Every regular re- 
port is expected to be used. If 
it is not used it is scrapped. 


Long elaborate written reports 
are avoided. Much of the most 
valuable information passes in 
personal contact between the 
controller’s department and all 
levels of management. The con- 
troller’s department are on the 
whole regarded as_ friendly 
guides rather than as_ blood- 
hounds or watch-dogs. 


Parallel with the management’s 
appreciation of accounting infor- 
mation, and contributing in large 
measure to this, is the control- 
ler’s own understanding of man- 
agement problems and technical 
processes. He is always kept 
fully informed as to what is 
going on in the business. 


It is exactly because he is so 
identified with the attitude of the 
management that the controller 
is insistent on the greatest speed 
in the production of figures. 

For the same reason, too, he has 
to be flexible in his approach and 
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may have to alter a whole sys- 
tem to suit the varying needs of 
management. 


The actual techniques used to 
obtain the accounting and costing 
information are not new, but the 
application of the technical prin- 
ciples and the speed and service 
which the controller gives to the 
management are outstanding and 
impressive. Practically every 
company uses some form of bud- 
geting, although it is often called 
by other names. Some form of 
standard costs is more often than 
not in use. Historical costing 
was seldom found. 


Rather than use elaborate flexible 
budget techniques it is the prac- 
tice to set long-term budgets for 
cost ascertainment and prices, 
and during the lifetime of this 
budget to set many short-term 
budgets which are used for con- 
trol purposes. Technically, this 
means, of course, budgeting for a 
variance.” 


Their Recommendations. 

Relevant recommendations of the 
team were:— 
“(a) That management, in consider- 


ing the future and preparing 
plans should make the fullest use 
of budgeting and forecasting, 
based on accounting and costing 
data. 


That top management should 
make use of standards of per- 
formance and of accounting con- 
trol techniques to enable it to 
decentralise responsibility, and 
that all standards of performance 
should be agreed with those who 
are to work to them. 


That top management should 
bring industrial accountants into 
consultation in the early stages 
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of formulating policy so that they 
may later report more _intel- 
ligently. 

That industrial accountants 
should constantly consider what 
information is required by man- 
agement at different levels, bear- 
ing in mind that senior manage- 
ment should be chiefly concerned 
with forecasting and setting tar- 
gets and other levels more than 
with day-to-day action. 

That industrial accountants 
should make great efforts to ac- 
quaint themselves with the prob- 
lems of management and the 
technical processes in their in- 
dustry, and concentrate their ef- 
forts. towards producing _ infor- 
mation which will serve as a 
guide to policy and action.” 


Fifty Million Frenchmen. 

The French also sent a team of ac- 
countants to the United States. Their 
view of the cost accountant, given in 
L’Expert Comptable Diplome, of Sep- 
tember, 1951, is quoted in the Decem- 
ber, 1951, issue of The Cost Account- 
ant—that excellent journal of The In- 
stitute of Cost and Works Accountants 
—as follows:— 


“In order to profit to the full 
from our experience in the States, it is 
important to try to picture the cost 
accountant in the background in which 
he works in the U.S.A... . In America 
the whole of the technical, commercial, 
statistical and accounting work, to- 
gether with comparison of budget with 
actual results, is the domain of the 
cost accountant. 


“It is useful to note at this point 
that, in all the firms visited, the cost 
accountant was the principal col- 
laborator of the controller, and most 
often his immediate assistant .. . It 
is apparent that here is a fundamental 
divergence in the accounting hierarchy 
from that found in France. In France, 
obsessed with the question of arith- 
metical accuracy, general accounting, 
with its arithmetical controls and the 
formal logic of presentation, takes pre- 
cedence over industrial accountancy in 
the wider sense of the term.” 


Later in the article, referring to the 
organisation and work of the N.A.C.A., 
it observes that :— 


“This remarkable organisation of a 
profession which does not exist in 
France has made possible advances in 
industrial accounting undreamt of in 
other countries.” 








Pl White 


Never write a text-book unless— 

(a) If married, you are desirous of 
being divorced. 

(b) If unmarried, you desire to re- 
main so, because revisions of 
text-books are sooner or later 
required. 

You consider it sinful to get any 
enjoyment whatsoever out of 
living. 


Pan ee 


(d) You revel in absorbing “the 
slings and arrows of outrageous 
fortune’, and 

(e) You have decided to pass on 
“upwept, unhonoured and un- 
sung”. 

—Thomas W. Byrnes in Accounting 

Review, July, 1952. 
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METHODS THAT MAKE FOR EFFICIENCY 
AND SAVINGS 


By R. L. B. GLASS, A.C.AA. 


ROCEDURES that have been found 
to be of great value in a large tech- 
nical industry are discussed in this 
article for the benefit of those account- 
ants not familiar with such procedures. 
At the same time, the application to 
commercial conditions of some of the 
principles laid down for Army adminis- 
tration will be considered. 

The ideas to be advanced on pro- 
cedures and techniques are set out in 
two groups :— 

(a) Organisational Improvements. 
(i) Promulgating orders. 
(ii) Planning. 
(iii) Making an Appreciation. 
(iv) Use of Abbreviations. 
(b) Time Saving in Cost Accounting. 
(i) Job Breakdowns of clerical 
duties. 
(ii) Use of forms. 
(iii) Weekly Sorties. 
(iv) Adoption of financial months 
of complete calendar weeks. 
(v) Gross-Error Check. 
(vi) Use of Slide Rule. 

The sub-headings cover some of the 
many techniques which should be ap- 
plied by the modern cost accountant. 


ORGANISATIONAL IMPROVE- 
MENTS. 

The technique of administration in 
any business or department of that 
business is of first importance. The 
design of the routine of issuing orders, 
the need for planning, the appreciation 
of the goal to be attained, and the use 
of abbreviations are all important fac- 
tors in improving the organisation. 


Promulgating Orders. 

One of the most important points of 
technique, as taught in the Army, is 
that orders should be promulgated to 
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the greatest possible number at the one 
time. This principle can be adapted to 
the office, in the form of written in- 
structions prepared in multitype car- 
bon copies and copies issued to all per- 
sons concerned. This is the best pos- 
sible method of passing on one set of 
instructions with the least possible dis- 
tortion. 

In one case original instructions re- 
lative to the system were issued in 
eight different letters to eight differ- 
ent members of the staff, all of whom 
were vitally concerned in the opera- 
tion of the system. On examination 
of these letters it was found that at 
least three contradictions occurred. It 
was no wonder, with this lack of 
clarity, that the system contemplated, 
never effectively operated. 

Then, again, if a decision has to be 
made, which concerns say three or 
more executive officers, the benefits 
to be derived from letter writing will 
become evident. Frequently, in these 
circumstances, the party responsible 
for making and communicating the de- 
cision sets out to ’phone each of the 
executives concerned, but because of 
interruptions and difficulties of locat- 
ing them, the objective is often never 
achieved. Invariably then, there is 
confusion because the parties con- 
cerned have not received the informa- 
tion. It is easier and surer in these 
cases to draft a short memo. to the 
executives concerned and to use car- 
bon copies as an effective and efficient 
substitute for phone calls. 

Many executives, especially in pro- 
duction and engineering sections of a 
factory, are to some extent resentful 
of what they call the “Paper War”. 
Winston Churchill has stated publicly, 
on many occasions, that the issue of 
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instructions in writing is the most ef- 
fective way of obtaining correct re- 
sults, and this advantage far out- 
weighs the inherent animosity towards 
all “paper” work. Unfortunately, 
“paper” which does not represent 
necessary instructions becomes con- 
fused with the “paper” which is essen- 
tial to the efficient administration of 
any department. 


Planning. 

There is a saying in the Army that 
“Time spent in reconnaissance is never 
wasted”. A reconnaissance or ex- 
amination of the ground and condi- 
tions before embarking on a military 
project will always pay dividends—in 
this case the saving of the lives of 
troops. This stresses the need for 
planning, and to cost accountants the 
benefits derived from planning need no 
elaboration. This slogan can be of 
great use. The “bull at a gate” atti- 
tude in present-day industry, or in 
fact in industry at any time, is not 
businesslike and does not “pay off’. 

Even if conditions change rapidly, 
so that plans need to be revised, it is 
still essential that planning take place. 
The statement by some executives that 
planning becomes a waste of time in 
such circumstances is not valid. A 
plan will serve to co-ordinate actions 
of a group of persons, so that the mini- 
mum of confused or wasted effort will 
occur in the operation concerned. 
Where there is co-ordination, efficiency 
must result. Lack of planning de- 
finitely leads to lack of co-ordination. 

Reconnaissance, however, can be ex- 
tended to a ridiculous degree. Persons 
could go on carrying out reconnais- 
sance or planning to such a degree that 
they would never get around to execut- 
ing the plan expected to result from 
the reconnaissance. To avoid this sort 
of mistake, the American idea of try- 
ing things has merit. If, after a brief 
reconnaissance, attempts at a solution 
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are carried out, and out of, say, four 
tries, three are successful, the waste 
which will accrue from one unsuccess- 
ful try is more than repaid. For ex- 
ample, if because of excessive recon- 
naissance, two things only could be 
tried, both successfully, the effective 
output by way of the fewer trials would 
be one-third less in this instance than 
if the less exact reconnaissance had 
taken place. 

A production executive recently re- 
turned from America, was impressed 
above all else with the American’s at- 
titude of “giving things a go”, or, in 
other words, trying something rather 
than sitting around talking about the 
pros. and cons. of the matter. Un- 
doubtedly, however, before such trials 
took place, some brief examination or 
consideration would have been given 
to the project. 


Making an Appreciation. 

Any job, whether it be the solution 
of a cost accountant’s problem, or the 
solution of any operating problem, can 
best be approached with the use of the 
technique involved in an “Army Ap 
preciation”. An “Army Appreciation” 
was evolved during the war to cope 
with the problems of major campaigns, 
whereby, during the preparation for 
the campaign, all conditions were ex- 
amined and an effective plan logically 
evolved. 

The steps in an appreciation would 
be as follows:— 

1. Set down clearly the object. 

2. Set down item by item the factors 
affecting the attainment of the ob- 
ject. In this case, conditions which 
in the Army amounted to weather, 
terrain, tactical position, etc., were 
enumerated, and from each condi- 
tion a conclusion was drawn. It 
may be stated, for example, that 
the weather would be hot, there- 
fore excessive clothes would not 
need to be carried by the troops. 
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3. Set down the courses open. In this 
section, alternative solutions were 
set down based on the factors af- 
fecting the solution, as stated pre- 
viously in detail. In the Army, 
courses open to the enemy and 
courses open to our own troops were 
dealt with separately. In the case 
of the adaption of this procedure 
to business requirements, the 
courses open firstly, to possibly em- 
ployees or to customers, and 
secondly, to the management, would 
be set out. 

. Decide the plan. The plan would 
be clearly set out and logically 
based on the information shown in 
the previous steps of the apprecia- 
tion. 

It is amazing how such an apprecia- 
tion can serve to clarify one’s thoughts 
on even the most complicated problem. 
Complicated problems become simple 
when dealt with in this manner. Cost 
accountants can use this technique to 
good effect. It is a useful form of 
presentation to adopt in reporting to 
an executive, following on the submis- 
sion of a problem. 

Executives with orderly minds do 
make a mental “appreciation” of this 
type before giving any decision. It is 
only when dealing with the more com- 
plicated problems that they would need 
to turn to the written appreciation. 
Persons of Iess mental calibre would 
need to use the written appreciation 
more regularly. 


Use of Abbreviations. 

For typing or general verbal refer- 
ence to items of every-day occurrence 
m any industry, it is of great advan- 
tage to use abbreviations which are 
clearly understood by all persons con- 
cerned. The time saved through typ- 
Ing two capital letters to indicate the 
name of a raw material comprising, 
Say, eight letters, would amount to a 
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considerable saving over a period of 
one year. 

In technical industries, names of raw 
materials and processes can involve 
words of considerable length, which, if 
shortened to a standardised abbrevia- 
tion, can result in a great saving of 
time and less contusion. The use of 
abbreviations on standard-cost sheets 
for products where raw materials used 
are specified in detail, has made sav- 
ings in typing of at least 30%, with- 
out any resultant defects in the use- 
fulness of the cost sheets. 

If obvious abbreviations are chosen, 
it is a fairly speedy process to educate 
all executives and supervisory staff to 
use the abbreviations. 

Some difficulty may be experienced 
in the early stages in convincing ex- 
ecutives of the value of abbreviations, 
but the benefits that accrue will be 
appreciated by them later. 

When writing notes or letters on 
various matters, it is sometimes seen 
that executives fall into the habit of 
using their own abbreviations for 
names of materials and processes, and 
there is a need for a standardisation 
of abbreviations within any industry 
to avoid the possibility of confusion. 


COST ACCOUNTING TIME SAVERS. 
There are many time-saving pro- 
cedures of value which are often over- 
looked. These are:— 
Job breakdowns; 
Use of properly-designed forms; 
Weekly sorties; 
Use of complete weeks and months; 
Gross-error check; and 
Use of slide rule. 


Job Breakdowns. 

T.W.1. which stands for “Training 
within Industry”, is a system insti- 
tuted early in the last war in America, 
to attain the objective of training fore- 
men in the best methods of educating 
and instructing new employees, of 
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which a very heavy flow was necessary 
into American industry at that time. 

The “job instruction” technique was 
developed under the T.W.I. scheme for 
the purpose of breaking down factory 
jobs into their component parts, much 
in the same way as is done by time 
and motion study. No stop watch, 
however, is involved, and a simple and 
logical series of steps is developed 
from an apparently complex operation. 
In effect, therefore, the operation is 
simplified to the maximum possible ex- 
tent. 

At this stage “methods improve- 
ment” investigation occurs, and it be- 
comes obvious where awkward move- 
ment of limbs or unco-ordinated move- 
ments of either brain or brawn can be 
changed to more logical and improved 
methods. 

When the training scheme, based on 
this principle, was introduced at this 
factory, the writer was of the cpinion 
that it could not possibly apply to 
clerical work. However, at the end of 
a short course on the procedures in- 
volved, a change of opinion occurred. 
Now, whenever difficult or complicated 
jobs are disclosed or introduced into 
the cost department, a job breakdown 
is compiled on the sheet as set up for 
“training within industry” schemes, 
but modified to clerical requirements. 

It is amazing to find the number of 
simple faults in methods which are dis- 
covered when such a compilation is 
undertaken. The original form used 


in the factory comprised only the first 
two columns of the form, seen at the 
foot of this page, which we have de 
veloped for use in this department. 

As a logical summarisation of duties, 
this form could not be bettered. If it 
is prepared in a thorough manner it 
can serve as a permanent guide to the 
manner in which a job should be done. 

Originally, the form was intended to 
represent a guide to a supervisor, who 
was teaching a new employee or staff 
member a particular job, and it was 
also intended that the person being 
trained should not see the form. How- 
ever, in its adaptation as demonstrated 
above, we have adopted both this ap- 
proach and the other more important 
approach of allowing it to be retained 
by the staff man being trained, so as 
to remain as a permanent reminder or 
guide as to his detailed duties. 

In a highly technical industry, it is 
impossible to simplify the costing sys- 
tem beyond a certain point, purely be- 
cause of the fact that the technicalities 
of the industry necessitate complicated 
transactions and therefore complicated 
records. In this case costing clerks’ 
duties become more difficult than nor- 
mal clerical jobs; and, for this reason, 
the constant guide or reminder of 
routine procedure is of much value. 
There is no doubt that this scheme has 
great possibilities for improving ef- 
ficiency in any office. 

Before giving any instruction on 3 
new routine, a job breakdown should 
be prepared, preferably by the person 


JOB BREAKDOWN SHEET. 


Classification of Job 


Operation 





IMPORTANT 
STEPS KEY POINT 


IN THE 
OPERATIONS 


ADMINISTRATIVE DETAILS 





STEP: a_ logical 
segment of the 
operation which 
substantially ad- 
vances the work 





Anything is a step 
that might: 

Make or scrap 
the work. 

Make the work 
easier to do, i.e., 
“Knack,” “Trick” 
—bit spec. 





information 


Information 
obtained 
from 





Information 
submitted 
to 





Time at 
which 
information 
is required 
to be 
submitted 





Addtn. 
copies 
submitted 
to 
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EFFICIENCY AND SAVINGS — Continued 


intending to do the job. The brief 
check by the supervisor concerned 
would immediately disclose the faults, 
or at least lead to discussion concern- 
ing the possibility of faults, and much 
time would be saved when the operation 
was undertaken. This, of course, comes 
under the category of planning opera- 
tions, or, thinking ahead rather than 
behind. 


Use of Forms. 

The use of well-designed forms, pro- 
perly set out and easily completed, will 
go a long way towards solving the 
problem of inadequate and inaccurate 
data. Even the small point of provid- 
ing on the form for a space, clearly 
designated, in which the foreman will 
approve of the information, can assist 
greatly in ensuring its accuracy. This 
is especially so when it can be im- 
parted to foremen that the insertion 
of their signature on the form consti- 
tutes acceptance of responsibility for 
the information submitted. 

In a highly technical industry it is 
absolutely essential that, for the pur- 
pose of obtaining accurate cost in- 
formation, front-line supervisors such 
as foremen should take this acceptance 
seriously. 

An interesting case at this factory 
concerning the submission of inac- 
curate and inadequate information de- 
monstrated quite clearly the usefulness 
of installing a form suited to the prob- 
lem. “Broke” (the term used in the 
paper industry to denote material lost 
when trimming for finished product) 
was being transported from a finishing 
department back to the raw materials 
section. It was supposed to be weighed 
as it was moved out of the department 
and scales were placed in a convenient 
position for this to be carried out. The 
form (log sheet) on which the weight 
of the waste was to be recorded was 
located at the machine which was 
creating the waste. It was necessary, 
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therefore, for the employee weighing 
same to take a note of the weight. As 
well as attaching a piece of cardboard, 
with the weight inserted thereon, to 
the bale of waste, he had to record the 
weight on the log sheet, or record at 
the machine concerned. A physical 
stock check revealed that to an 
appreciable extent recordings of all 
weighings were not taking place. 

A docket book has now been insti- 
tuted, which is set out as follows :— 

1. Original copy on paper with appro- 

priate heading noted thereon and 
provision for insertion of weight, 
description and signature. 
Manilla duplicate copy with same 
headings but punched with a hole 
through which twine can _ be 
threaded so as to attach the copy 
to the bale concerned. It is also 
perforated on the inside edge. 

These books are situated at the 
scales; and, at the time of weighing, 
the employee completes in duplicate 
the information necessitated by the 
wording of the form, detaches the 
manilla portion for attachment to the 
bale, and leaves the paper original in 
the book. The transcription of the 
weights to the log sheets can then be 
carried out in the office, and more com- 
plete basic data is ensured. 

It has been stated that forms con- 
stitute red tape, but never has a 
greater fallacy developed. It is a mis- 
take to believe such a statement; with- 
out any doubt paper is cheaper than 
mistakes. 

Where information is necessary, the 
use of the form ensures its submission 
in the correct manner, so that queries 
are eliminated, and consequently also 
the time of those clerical persons later 
utilising the information. It is only 
in those cases where information is not 
absolutely necessary that the provision 
of a form to obtain it becomes—trightly 
so—designated as red tape. The mis- 
take in such cases, of course, is to call 
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EFFICIENCY AND SAVINGS — Continued 


the form “red tape”, whereas, in fact, 
what is meant is that the surplus in- 
formation required constitutes red 
tape. 

It is of the greatest advantage to use 
forms for most clerical work, especially 
in a modern costing system involving 
various technical aspects. The bene- 
ficial use of forms is clearly demon- 
strated when staff are absent either 
through sickness or on annual leave, in 
which case a form properly designed 
can guide the substitute in carrying 
out the duties of the absent member. 

The prefabrication of forms on 
which information is to be presented is 
probably the most important factor 
leading to the “speed-up” of submis- 
sion of weekly or monthly reports. 


“Weekly Sorties.” 

In many cases routines are devised 
to cope with a current problem which 
later disappears. The routine is con- 
tinued in many cases for a considerable 
time, if not perpetually. A sound prin- 
ciple to adopt is that at all times 
routines should be overhauled periodic- 
ally. A still better, although possibly 
revolutionary, approach to such prob- 
lems is to decide on weekly “sorties”, 
in which case concentration on a cer- 
tain problem would be carried out with 
the maximum effort possible during a 
certain week. From such a “sortie” 
fairly conclusive results can be ob- 
tained, and in most cases these produce 
much more effective action than the 
installation of a series of weekly or 
monthly reports of a perpetual nature. 

In effect, therefore, the “shock 
troop” approach is adopted whereby 
capable staff are used as shock troops 
on a variety of projects, one by one, 
in place of the rather outmoded idea 
of setting up permanent records to con- 
trol the possible defects in an operation 
or department, and their likely repeti- 
tion. It is, without doubt, a cheaper 
method of obtaining effective action to 


66 


overcome or solve the problem, and 
the factor of waste is almost entirely 
eliminated, such as would occur where 
procedures and reports become redun- 
dant, but are allowed to continue to be 
presented. 


Universal adoption of financial months 
of complete calendar weeks. 


In the modern costing department 
the financial month is set at a certain 
number of complete weeks, either four 
or five as the case may be. With one 
exception this rule is strictly adhered 
to, that exception occurring at the end 
of the financial half-year, i.e., Decem- 
ber 31 and June 30. 

The use of the “complete week” 
month is most advantageous in that 
apportionment of costs is_ largely 
eliminated. 

Stock control can be more adequately 
effected in that all stock records are in 
fact retained to a certain week-end 
date, and therefore stocktaking of any 
particular item can be made during a 
week-end while the factory is not work- 
ing, and a direct comparison of physical 
with theoretical stock- takes place with- 
out the time-wasting adjustment of 
book records to stocktaking date. The 
elimination of this type of adjustment 
and of the apportionment of expendi- 
ture, as noted previously, results in a 
considerable number of reconciliations 
becoming unnecessary, and staff time 
is saved to a considerable extent. 

It is noticeable that at the end of 
each half-year, when, because of tradi- 
tional adherence to the calendar date, 
apportionments and complicated recon- 
ciliations become most prevalent, 4 
considerable amount of additional work 
other than that which occurs during 
reconciliations and stock checks 
throughout the _ half-year, occurs. 
What a complete waste of time is this 
additional work, entirely arising out of 
a tradition which could so easily be 
broken by general and universal col- 
sent! 
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It is realised that while one firm ad- 
heres to the “complete week” month, 
and other commercial concerns, especi- 
ally banks and firms supplying goods 
to that particular industry, continue 
to operate on the calendar month basis, 
reconciliations will still be necessary 
in many regards. Internally, in my 
organisation, as no doubt with many 
others, the “complete week” month is 
operated quite easily, as all external 
transactions take place only through 
the headquarters of the firm and not 
with the mills. With our headquarters 
the suggested arrangement is satisfac- 
tory in that it is realised that it is ab- 
solutely essential in a modern costing 
department. 


Although it may seem revolutionary, 
it follows that the complete ELIMINA- 
TION OF CALENDAR MONTHS in the 
business world would lead to the reduc- 
tion of much accounting work. This, 
without doubt, would benefit the 
national welfare. At least it would 
make industrial accounting, which is 
suffering so much from post-war indus- 
trial difficulties, a great deal easier in 
practical execution. Government edict, 
prompted by pressure from accounting 
groups, throughout Australia, would 
easily change the present use of 
calendar months for financial reports, 
statements, etc., to the obviously up- 
to-date and logical “complete week” 
month. This would represent account- 
ing progress of a most tangible kind. 


Gross-Error Check. 

A once-popular school of thought 
considered that if you looked after the 
pennies, the pounds would look after 
themselves. This idea is still held by 
some people with regard to the execu- 
tion of office routine. However, 
modern thought has replaced it with 
the idea of “gross-error check”, as far 
as cost accountancy practice is con- 
cerned at any rate. 
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This was a term often used in the 
Army during the war, especially in 
Artillery, where the gross-error check 
took the form of visual examination 
of figures to see that they were ap- 
proximately correct. In effect, one 
was checking for errors of decimal 
place (1000 for 100, etc.) and other 
ridiculous mistakes, rather than the 
error which could occur in the last 
figure of, say, a five-figure quantity. 
This “gross-error check” is most im- 
portant in modern cost accountancy 
systems, and is of much greater im- 
portance than the detailed checking 
and attention paid to small values such 
as shillings and pence. In fact, in in- 
ternal records in large cost systems, all 
shillings and pence are eliminated, and 
decimalisation used in such a way that 
it becomes first nature. 

There is no doubt that the attention 
to detail which has been applied in the 
past should be replaced now with the 
idea of “gross-error checks” where 
they are applicable. Time will be 
saved and ridiculous errors obviated 
if this change is adopted. 


Use of Slide Rule. 

Once again, bearing on the idea of 
“gross-error check” rather than “look- 
ing after the pence so that the pounds 
look after themselves”, the use of the 
slide rule in the modern costing depart- 
ment is of very great benefit. Firstly, 
with practice, clerks can carry out their 
own calculating machine work as 
quickly as could be done on calculating 
machines, and where accuracy to a 
penny, etc., is not required, this is 
generally the case in all internal re- 
cords. 

In this office there are 17 slide rules 
amongst a staff of 45, and such adapt- 
ability of the staff is of great advan- 
tage, especially in critical times when 
stock sheets, standard costs, and other 
abnormal periodical projects become 


necessary. 
— Concluded on next page 
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A PRACTICAL PROBLEM BUT A STUDENT'S 
HEADACHE 


DISPOSAL OF SCRIP OF “DISSENTING” SHAREHOLDERS ON A 
SUBSEQUENT MERGER 


HE Companies Advisory Panel of 
the Victorian Division has recently 
considered an interesting problem. 

Previously the holders of more than 
nine-tenths in value of shares in com- 
pany “A” agreed to an exchange for 
shares in company “B”. The holdings 
of those members who could not be 
traced, hereinafter referred to as dis- 
senters, were accordingly, by order of 
the Court, exchanged and held in trust 
by company “A”, pending the dis- 
senters being traced or claiming them. 
(Section 155 (3) ). 

Subsequently, while still holding in 
trust some of these shares in company 
“B”, company “A” merged with com- 
pany “B”. The liquidator of company 
“A” was faced then with the problem 
of dealing with the dissenters’ scrip 
held in trust together with the divi- 
dends thereon. 

Dividends-could be treated in terms 
of Part V. (Unclaimed Moneys), both 
by the liquidator of Company “A” 
whilst he holds office or by company 
“B” after he ceased to hold office. 

Then it was suggested that the dis- 
senters’ scrip held in trust could be 
passed to the Registrar-General in the 
broad conception of Section 283 and 
dividends dealt with in terms of Part 
V, or paid to the Registrar-General 
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also, but the passing of the document- 
ary evidence of ownership would not 
dispose of the ownership of the shares 
themselves. 

Briefly, dividends could be cleared in 
a@ cumbersome way but the position 
with scrip was ambiguous. 

On further reflection Section 285 
might suggest a quicker way of dis- 
posing of dividends, but did it embrace 
the power to sell the dissenters’ shares 
and deposit the proceeds with the Re- 
ceiver of Revenue? 

However, it is doubtful whether the 
proceeds would be “moneys arising 
from the property of the Company” 
which alone are provided for by Sec- 
tion 285 (1) (b). 

It seems most probable that the de- 
cision is outside the hands of the 
liquidator and that he should ask for 
a solution of the problem by the Court 
which created the trust. 

Possibly the Act should be amended 
to clear the position which has arisen 
and which may arise again, but any 
amendment should, without doubt, 
clarify the position arising not only 
from this particular case but the posi- 
tion in regard to disposal of any trust 
which devolves upon a liquidator. 

References are to the Victorian Com- 
panies Act of 1938. (See also page 79) 
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Conclusion. 

The accountant is usually looked 
upon as the expert in design of forms 
and office routine and systems. He is 
responsible to see that all necessary 
control procedures and records are in- 


68 





page 67 


stalled. He must ensure that the re- 
cords and procedures adopted «re 
handled in the most effective way and 
do not of themselves incur unnecessary 
additional cost. 
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WHAT MANAGEMENT REQUIRES FROM 
THE COST ACCOUNTANT 


(An Address given to a meeting of the Christchurch Branch, New Zealand 
Institute of Cost Accountants.) 


By H. C. 


When I accepted the invitation to 
speak on this subject I did so under the 
impression it was one on which I had 
at least some fairly definite views, but 
after giving it some consideration, it 
seems to me that the answers to what 
Management requires are about as 
varied as the industries and com- 
mercial undertakings in the Dominion. 
In other words, in my view, what Man- 
agement requires must be tailor-made 
to the individual business. 

The requirements of the manage- 
ment of an importing business will 
vary widely from the requirements of 
a manufacturing business, and the re- 
quirements of one manufacturing busi- 
ness may be, and probably will be, very 
different from the requirements of 
another. In all cases, however, Man- 
agement requires prompt returns and 
not too much detail. Information 
should be sufficiently accurate for 
Management to make decisions, but 
not, as I have known to happen, worked 
out to four or five decimal places. Time 
is the essence of the contract. It is 
better to receive an approximate an- 
swer quickly rather than have to wait 
for a detailed and accurate reply, which 
cannot be acted upon because too much 
time has elapsed. 

My own experience has been ex- 
clusively in manufacturing industries, 
80 I will confine myself to that aspect 
of what Management requires, and not 
attempt to discuss what other types 
of Management may need. 

What Price to Charge. 

One of the first things that the man- 
ager of a manufacturing industry 
wants to know is what price to charge 
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for his product. The answer to this 
question involves, I think, a reliable 
costing system which is kept up to date 
and checked regularly. It is the func- 
tion of Management to fix the selling 
prices of articles it wishes to sell but 
it is the job of the cost accountant to 
supply Management with sufficiently 
accurate information to enable it to 
base its estimates upon sound ground. 
In our own business the estimating for 
future work is carried out in the pro- 
duction departments in our various 
branches, but the rates at which the 
work is charged in all its sections are 
supplied, of course, by the cost account- 
ant’s section. 

In the printing industry there is 
probably a good deal more estimating 
required than in some others, as even 
a large proportion of our jobbing work 
has to be estimated before the cus- 
tomer will place the order. One of the 
first things that a printing works man- 
ager wants to know, therefore, is what 
price to charge, and in the case of a 
new printing works he may want to 
have the answer to this question even 
before he has opened for business. 
Some attempts have been made to give 
the answer by means of standard 
hourly rates for machines and bench 
work in various districts, but I per- 
sonally have not a great deal of faith 
in such methods, as I believe that every 
business has to have a costing system 
tailor-made to suit its own require- 
ments. 

In modern business, Management has 
learned to ask the cost accountant to 
assist in preparation of budgets in 
which forecasts are made of sales, ex- 
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penses, cost of labour, material usage 
and estimated profits. The cost ac- 
‘ countant is expected to play a promin- 
ent part in the team which draws up 
the budget, which should be used as a 
goal or a series of goals for the en- 
suing period. The cost accountant 
must remember that most executives 
are not skilled accountants themselves, 
and he must therefore present his in- 
formation to them in not-too-great de- 
tail yet in sufficient detail for the job 
to be done properly. In my opinion, 
the cost accountant is the working 
partner in the team that draws up the 
budget, and he has to exercise tact and 
patience in co-ordinating on paper the 
decisions that have been arrived at. 
Budgetary Control. 

Once the budget has been approved, 
it is generally the cost accountant’s job 
to report regularly on progress by fur- 
nishing returns of actual results com- 
pared with the budget estimate. In 
this matter, it is very easy, as I know 


from experience, to fall into the error 
of putting too much detail into the one 


return. It is necessary to remember 
that the general manager and the 
directors of the company are usually 
concerned with the broad results only. 
The sales manager is largely interested 
in sales only and the factory manager 
frequently has little interest in sales 
at all, so that the information needs to 
be broken down to suit the particular 
person at which the return is directed. 
After putting in many hours of work 
in drawing up a return in which every 
item of expenditure and income is ac- 
curately recorded, it is disappointing 
to be asked what it all means. That 
has actually happened to me in the 
past, and I have come to appreciate, 
from my own experience, the need for 
quick information, in which expenses, 
for example, are summarised under 
broad headings. In our business, on 
the management side we now want to 
know the total factory expenses for the 
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period as compared with the budget, 
the total selling and distribution ex. 
penses, the total administration ex- 
penses and the total financial charges. 
By comparing three or four headings 
such as these against budget we can 
see at a glance if there is any substan- 
tial disparity, and it is time then, and 
not until then, to dig for further in- 
formation within the various groups. 
Completed Work Return. 

One of the returns which we have 
installed in our business is a return of 
completed work each month. The form 
that such a return should take depends 
of course upon the type of costing that 
is installed in the business. If a stan- 
dard-costing system is in operation a 
return of variations from standard will 
probably give the story. If a system 
of job costing is employed a summary 
of the completed jobs will give a fairly 
accurate picture to Management of the 
progress made during the month. 

In recent times there has been con- 
siderable literature on standard costing 
but in my opinion there is still a very 
real place for job costing in this 
Dominion. Our industries in general 
are not very large and most of them 
are fairly diverse and thus they do not 
lend themselves particularly well to 
standard costs. In our business we 
employ a qualified system of standard 
costs in two of our straight manufac- 
turing departments, but in our general 
printing section, which is by far the 
largest proportion of our business, we 
employ a job-costing system even for 
contract work. I may be wrong, but 
I do not think it is practicable to have 
standard costs and job costs running 
side by side in the one department. 
While we are working towards a stan- 
dard costing system in the depart- 
ments, such as our paper bag manufac- 
turing department, there would be no- 
thing but confusion, I feel, if we at- 
tempted to put standard costs into the 
printing sections of the works. 

Incidentally, the completed work 
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WHAT MANAGEMENT REQUIRES — Continued 
summary, which is furnished to us 
monthly, gives a complete break-down 
of labour, departmental oncosts, ma- 
chine oncosts, general over-heads, pro- 
fit oncosts, nominal price and actual 
invoice price for all jobs completed in 
each department of our works. It is 
a very valuable guide to us in assessing 
the progress we are making from 
month to month. The completed work 
summary gives us the value of the jobs 
that had been completed during the 
month and the apparent result from 
the work, always providing that our 
costing system is substantially ac- 
curate. 

Materials Control. 

Another requirement of Manage- 
ment from the cost accountant is a sys- 
tem of control of materials. This in- 
cludes purchasing, consumption, pre- 
sent stock position and the value of 
materials spoilt or wasted. Our re- 
quirements in regard to stock control 
are no different from the requirements 
of most other businesses. Since ma- 
terials are money, however, it is the 
cost accountant’s job to keep us fully 
posted in all matters of stock control. 
Control of Labour. 

Probably the most important factor 
in the costing system that we employ 
is productive hours, so that we look to 
the cost accountant to keep us fully 
posted on our labour situation from 
week to week. We want the labour re- 
turns to be handed to us weekly; and, 
if they are to be of any value, they 
must be completed within two days of 
the end of the week. It is obvious 
that unless action is taken within a day 
or two of the end of the week, the 
workmen and even the foreman cannot 
recall why something slipped a few 
days ago. We ask our costing depart- 
ments, therefore, to tell us the total 
hours worked in each department for 
the past week, split into direct and in- 
direct hours. If the totals of these 
two groups do not appear to be satis- 
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factory we will then want to know the 
individual return for each employee 
so that we can pin-point where the lack 
of efficiency has occurred, or ascertain 
the reason for the fault if it does not 
prove to be lack of efficiency. It may, 
of course, be the result of machine 
breakdown or failure to receive the 
necessary materials in time. 

We ask the cost accountant to tell us, 
based on past results and experience, 
what is regarded as a normal percent- 
age of productive hours out of the total 
in each department. We want him to 
tell us also what was the actual 
achievement as compared with the es- 
timated or basic estimate. 


Expenses. 

The control of overhead expenses is, 
of course, a vital factor in any business. 
We therefore ask the cost accountant 
to furnish us with a return each month 
of the actual expenses for the month, 
and a progress total for the year to 
date. As mentioned earlier when we 
discussed the question of budgetary 
control, it is sufficient for the purposes 
of Management if the expenses are 
grouped into a few broad sections. 
Although we will know from the bud- 
getary returns how the actual expenses 
in these groups compare with the budget 
estimates, we will also want to know, 
and this is purely the cost accountant’s 
function. I think, what recoveries of 
overhead we have made during the 
month, by comparing the budget esti- 
mates, the actual expenses and the re- 
covery to date. We can then see how 
we are heading and amend our plans 
if necessary. 


Machine Production. 

Another return which Management 
requires of the cost accountant, and 
again I am speaking from my own ex- 
perience only, is a return of the ma- 
chine hours for the week or month. 
In our case, we get the return weekly 
together with the labour returns, as 
we believe that these returns must be 
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WHAT MANAGEMENT REQUIRES — Continued 
prompt if action is to be taken. We 
expect the cost accountant to be able 
to tell us from past experience what is 
the standard of running time that can 
be expected of each machine. In gen- 
eral he has to go into the factory to be 
able to supply us with this information 
after discussions with the factory man- 
ager and departmental heads. If he is 
doing his job properly, he can tell us 
the number of runs that a particular 
machine has made per hour on the 
average over the period and compare 
this with the standard that has been 
set. 

Work-in-Progress. 

In a diversified business doing job- 
bing work as well as contract and what, 
for want of a better description, I term 
straight manufacturing, it is essential 
that Management knows the work-in- 
progress position from month to 
month. We want to know its value 
at the beginning and at the end of the 
month so that we can see if the work 
that has been completed is being re- 
placed by sufficient new work to keep 
the plant in the various departments 
working efficiently. We expect the 
cost accountant to give us a return of 
work-in-progress which will supply 
this vital information. 

Spoilt Work. 

A smaller return, but an important 
one, which we also want is the return 
of spoilt work during the month. It is 
an essential part of the system which 
the cost accountant administers that 
there be some method of measuring the 
cost of spoilages and wastages. Not 
only do we want him to tell us his es- 
timate of the cost of such waste, but 
we also expect from him some pin- 
pointing of the department responsible. 
Unprofitable Work. 

I said earlier that one of the first 
things Management asked of the cost 
accountant is what price to charge. 
When the work has been completed we 
also want to know whether we actually 
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received that price or not. Our com: 
pleted work summary gave us in broad 
groups the apparent results of the 
work completed in the various depart- 
ments for the month, but it did not tel] 
us whether all or any of the individual 
jobs reached the nominal price set for 
them. We therefore asked the cost 
accountant to supply us each month 
with a list of all jobs which have been 
invoiced out at less than the nominal 
price, so that we can investigate them 
individually and prevent a recurrence, 
if possible, of future work of a similar 
type. 

Other Requirements. 

What else does Management require 
of the cost accountant? It requires 
him, I suppose, to prepare and install 
a costing system in which Management 
can have confidence. In these days 
when incentive and _ profit-sharing 
schemes are coming into increasing 
favour, it is to the cost accountant that 
Management looks for guidance and ad- 
vice before installing any such scheme. 

When contemplating the purchase of 
new machinery, Management will prob- 
ably ask the cost accountant to give an 
estimate of how much extra business 
will be required to make purchase of 
the new machinery worth while. 

When considering selling policies, the 
cost accountant may be asked to com- 
pute the effect of selling goods through 
wholesale merchants at wholesale dis- 
counts as compared with direct sales 
through the company’s own salesmen. 

Other matters on which the cost ac- 
countant may be expected to have the 
answers are the effect of overtime on 
cost and the effect of new wage rates 
on cost. He will also be expected to 
be able to say what extra costs will 
be evolved in opening up a new 
sales territory particularly as regards 
freights and packaging. 

General. 

The above requirements of Manage- 

ment have been restricted largely to 


— Concluded on page 78 
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PAYMENT OF A DIVIDEND 


By ANGUS V. RICHARDSON, A.A.S.A. 


(A paper read to, and discussed by, The Secretarial Practice Research 
Group of The Victorian Division, Federal Institute of Accountants.) 


AYMENT of a dividend by a com- 

pany to its shareholders constitutes 
one of the secretary’s most important 
responsibilities. Apart from the de- 
tails involved in the payment of a divi- 
dend, the secretary must ensure that 
correct payment is made to each of the 
shareholders at the place designated 
by the shareholder. Also, in respect 
of the dividend warrant, this being a 
document from the company to the 
shareholder (who is part owner of 
the company), the secretary must make 
sure that it is presented accurately 
and clearly, otherwise his personal 
prestige may suffer considerably and 
the confidence of the shareholders in 
his ability be damaged. 

What is a Dividend? According to 
Thorndike’s English Dictionary, “a 
dividend is a number or quantity to be 
divided by another. If a company 
makes a profit, it declares a dividend to 
the shareholders of the company”. 
Therefore, before a dividend can be 
paid, a profit must be earned. The 
dividend to the shareholders represents 
the number of shares held by them 
divided into such distribution of profit 
as is decided by the directors and the 
shareholders. This last-mentioned 
factor must be taken into account in 
the payment of a dividend. In some 
companies, the Articles provide that 
the directors may declare an interim 
dividend, but the final dividend must 
be sanctioned by the shareholders at a 
General Meeting. This procedure is 
fairly general, but the Articles of each 
Individual company usually clearly de- 
fine the method by which the authorisa- 
tion for the payment of a dividend is 
to be decided. Another factor relative 
to the payment of a dividend is that, 
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as soon as such dividend is decided 
upon, if the company is one listed on 
the stock exchanges, immediate notice 
must be given to the applicable stock 
exchanges and due notice given of the 
closing of the register. The rate of 
dividend having been established, and 
the duties already referred to having 
been carried out by the secretary, the 
actual payment of the dividend then 
becomes a matter of routine (always 
provided that the liquid position of the 
company permits such a payment). To 
enable me to speak specifically we will 
deal with dividends actually declared 
and paid by a certain company in the 
past. Over the last three years, two 
methods have been used, and both will 
be described in this paper. Much of 
the procedure in the payment of these 
dividends was common, irrespective of 
the method used. 

Firstly, the method now in operation 
will be described, and, to cover the 
subject comprehensively, all matters 
associated with the payment of a divi- 
dend will be mentioned. However, 
when dealing with the payment of the 
dividend by the alternative method in 
use some years ago, any procedure 
common to both methods will be 
omitted from the description so as to 
avoid duplication and save time. 
Procedure for Payment of Dividends. 

The share department is normally 
informed four to six weeks prior to the 
payment of a dividend. The transfer 
books are closed during the last two 
weeks of this period, and the bulk of 
the work is then carried out. Previous 
to this, it is practicable to do pre- 
liminary preparations only, as except 
in abnormal circumstances, transfers 
are always much heavier immediately 
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prior to closing the books for dividend 
purposes and a considerable change 
takes place in the share register. 

This register, which is kept at the 
head office in Melbourne, is subdivided 
into State, New Zealand, Singapore 
and Sundries registers and contains 
in all particulars of approximately 
4,400 shareholders. The share capital 
of the company is divided into “A” and 
“B” Class 74% Cumulative Prefer- 
ence Shares and Ordinary Shares. 
Each class of share is covered by a con- 
trol in each sub-register, and there is 
one overall control for each class of 
share. Shareholders are also repre- 
sented, in respect of dividend instruc- 
tions and address for communications, 
by a system of Elliott addressograph 
stencils, which enables an up-to-date 
list of shareholders, dividend list, or 
set of envelopes to be quickly and ac- 
curately prepared at short notice. 

Dividends within Australia are paid 
by warrants drawn on the company’s 
bankers in each capital city, and are 
paid either direct to the shareholder, 
to a bank account or otherwise as in- 
structed by the shareholder. New 
Zealand shareholders are paid by Mel- 
bourne warrant, permission having 
been obtained from the Commonwealth 
Bank. Other overseas shareholders 
are paid by bank draft or mail trans- 
fer. 

The share staff consists of share 
officer, share clerk, typiste (who also 
has other typing duties) and junior 
clerk. At dividend times it is neces- 
sary to call on other members of the 
staff for assistance, but as far as pos- 
sible, this is done without interfering 
with general office routine. 

Preliminary Preparation. 

During the two to three weeks be- 
fore the closing of the transfer books, 
the following preliminary steps are 
taken— 

(1) Each register is added to ensure 
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that it agrees with the control 
total, and the total of the controls 
must equal the issued capital of 
the company. 

The company’s bankers in each 
State are informed that dividend 
accounts are to be opened and of 
the officers authorised to operate 
the accounts. 

Drafts are prepared of station- 
ery requirements, i.e., dividend 
sheets and warrants. 

Stocks of warrant forms and 
suitable window-faced envelopes 
are checked to ensure adequacy. 


Certain States, viz., Western 
Australia, South Australia, 
Queensland and Tasmania, will 
emboss duty stamps on warrants 
before printing, and _ sufficient 
numbers of blank warrants are 
forwarded to these branches for 
attention. Approximately twenty 
to twenty-five per cent. extra on 
numbers of shareholders is al- 
lowed to cover re-types, etc. These 
are forwarded by air mail to en- 
sure early return. 

Printer’s proofs of stationery are 
checked and approved. Dividend 
sheets may be printed immedi- 
ately, and warrants as soon as 
the balance of embossed forms is 
received back from branches. 
As soon as warrants are received 
from printers, New South Wales 
forms are forwarded to the 
branch office to have duty stamp 
embossed. The Victorian war- 
rants are taken to the Stamps 
Office for embossing. The Vic- 
torian Stamps Office also insists 
on the forms being numbered. 
This is done on the reverse side 
with a numbering stamp. 
Because of the volume of work 
involved it has been found ad- 
visable to put the closing trans- 
fers through in two batches— 
the first a day or so before the 
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books close, and the second as 
soon as the final transfers are 
to hand, i.e., after the morning 
mail is received on the day fol- 
lowing the closing of the books. 
In the previous dividend paid, 
transfers involving approxi- 
mately 17,000 shares were ef- 
fected as at closing date; it is 
evident that to hold up such a 
large number of transfers until 
after the books closed would re- 
sult in considerable delay in 
finalising the registers. 


It has been found from past ex- 
perience that the South Aus- 
tralian and Western Australian 
registers record the smallest 
number of transfers, and it has 
been found practicable to begin 
preparation of the sheets as soon 
as the first batch of transfers is 
posted, usually the day on which 
the books close. This is war- 
ranted by the few alterations 
found necessary to finalise the 
list, and the time thus gained is 
invaluable when the pressure is 
on during the following fort- 
night. A single copy of the 
the dividend list for South Aus- 
tralia and Western Australia is 
prepared on the addressograph 
machine. The list is made com- 
plete both fo: dividend and com- 
munication purposes, as it is also 
used in the preparation of 
Annual List and Summary of 
Share Capital, land-tax return 
and income-tax returns, which 
require the full name and address 
of each shareholder. A _ return 
is also subsequently required for 
lodgment with the New Zealand 
Income-Tax Department. The 
sheets for these two States would 
take approximately one hour to 
run through on the machine; and, 
on completion, the dividend war- 
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rants for the same two States 
would be put through, the 
machine being adjusted to print 
as for dividend instructions only. 
Owing to the comparative dif- 
ficulty of feeding the warrant 
into the machine, this process 
takes approximately three times 
as long as the dividend lists, i.e., 
roughly about 200 warrants an 
hour. 
As soon as the first dividend list 
is completed, the register is 
called and the number of shares 
held by each shareholder is in- 
serted. As the stencils have 
been previously checked with the 
register cards, it is only neces- 
sary to call the name and brief 
address to identify the share- 
holder. This may be done fairly 
quickly, the South Australian 
list of approximately 250 share- 
holders taking about half-an- 
hour. The list is then numbered 
consecutively. 
The South Australian list is then 
handed to the calculating machine 
operator for determining the 
amount of dividend payable, and 
totalling and balancing’ the 
sheets. In the meantime, the 
Western Australian sheets are 
being called with the register. 
Apart from final adjust- 
ments required, the South Aus- 
tralian warrants are therefore 
ready for completion (i.e., rela- 
tive numbers of shares and 
amount of dividend to be typed 
in) on the first morning the 
books are closed, and the Western 
Australian section is well under 
way. 


After the books close. 
(1) As soon as acceptance of trans- 


fers is finalised, any changes af- 
fecting South Australia and 
Western Australia are made on 
the dividend lists, and totals al- 
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tered if necessary. The sheets 
and warrants are then handed to 
the typistes for completion. This 
part of the work is carried out 
by two typistes, each doing about 
140 warrants an hour. 


Following Western Australian 
warrants, the New Zealand list 
and warrants are prepared on 
the addressograph, priority being 
necessitated as permission of the 
Commonwealth Bank is required 
for payment of the dividend to 
New Zealand shareholders, and 
the completed warrants must be 
individually endorsed by the 
bank before posting. 

Lists and warrants for the other 
States are then done on the ad- 
dressograph, with following pro- 
cedure as detailed above. 
Checking of the warrants with 
the registers commenced approxi- 
mately three days after the books 
close and is completed in four 
days. Rate of checking is ap- 
proximately 200/300 per hour. 
As checking of each State is 
completed, the warrants § are 
handed to the duly authorised 
officers for signing. 

After signing, the warrants are 
handed to the _ calculating 
machine operator, who totals 
separately the amounts in words 
and figures, and checks with 
totals on lists. 

A final check-through of the 
warrants is made to remove 
“held” warrants (i.e, those 
awaiting production of probate, 
unknown address, etc.) and to 
ensure that all remaining war- 
rants have been checked and 
signed. Dividend warrants paid 
to accounts at certain banks are 
also withheld for preparation of 
covering deposit slips. 


(8) The warrants are then enveloped 


and sealed, care being taken to 
keep them in correct order to 
facilitate location when neces- 
sary because of last-minute 
changes of address, dividend in- 
structions, etc. Enveloping is 
done at the rate of approximately 
200 per hour. 

The “held” warrants are listed: 
dividend deposit slips or cover- 
ing letters are prepared as re- 
quired. 

The necessary application is 
made to the Commonwealth Bank 
for permission to remit dividends 
to “Sundries” and “Singapore” 
holders. When approval is given, 
the necessary applications for 
drafts or mail transfers are 
made to the company’s banker. 
On the due date for payment, 
cheques are posted to the various 
dividend accounts covering the 
full amount of the dividend to be 
paid. 

The warrants are made up into 

bundles of 50, and the total num- 
ber is reconciled with the num- 
ber issued after allowance for 
held or cancelled warrants. The 
warrants are then despatched by 
bulk postage. 
Further copies of the dividend 
list are run through the addresso- 
graph machine as required, and 
the relevant details are typed in 
from the original list. 


General. 

During the preparation of the divi- 
dend lists, it has been found that the 
calculating-machine operator was ul- 
able to provide completed sheets fast 
enough to keep the typistes going To 
overcome this, most of the calculations 
of dividends are made when the sheets 
are called with the registers, thus leav- 
ing only the totalling and balancing to 
be done by the calculating-machine 
operator. 

The possibility of obtaining permis- 
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sion of the Commonwealth Bank to pay 
“Singapore” and “Sundries” share- 
holders by Melbourne warrants instead 
of by bank draft is being investigated: 
this should save a considerable amount 
of work. 


Ledger-Machine Method. 

The adoption of this method elimin- 
ates the part played by the Elliott 
addressograph machine: instead, the 
dividend warrant and dividend list are 
prepared simultaneously by the ledger- 
machine operator. All the work in- 
volving the ledger machines was car- 
ried out by two operators. When this 
system was in use, there were approxi- 
mately 2,000 shareholders in the com- 
pany. 

After the preliminary steps have 
been completed, the registers balanced 
and the first batch of transfers posted, 
a start with the smaller States could 
be made by one machine operator, 
while the second operator completed 
the final batch of transfers. As with 
the addressograph method, a _ start 
could be made on the day the books 
close: the particular sub-register to be 
worked on would be given to the 
machine operator, together with the 
printed dividend-warrant forms and 
dividend-list forms. The operator 
would have prepared a ready reckoner 
showing numbers of shares over a 
fairly comprehensive range, with the 
amount of dividend both at ordinary 
and preference rates shown against 
each number. The reckoner would be 
mounted on cardboard so as to be rigid 
enough to be propped up in front of 
the operator for quick reference. 

The dividend-list form is put in the 
machine with sufficient copies taken 
according to requirements. The divi- 
dend warrant is placed in the machine 
over the list form, which will then pro- 
Vide an exact copy of the warrants 
typed. The complete details from each 
individual card are picked up and 
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typed on the warrants by the operator 
and the amount of dividend calculated 
and typed in figures only. The 
amount in words is subsequently 
put through on the warrants with 
a protectograph machine. As the war- 
rant will only show “payee” details, 
where dividends are paid to other 
than the shareholder direct the name 
and address of the shareholder con- 
cerned is typed in a special column 
provided on the dividend list, over- 
lapping the right-hand edge of the war- 
rant. As each page of the dividend 
list is completed, it is totalled and 
balanced by the operator. The final 
total for each State should, of course, 
agree with the register control for the 
State. After the warrants have been 
made out by the operator, the amount 
in words is inserted by the protecto- 
graph machine, and the warrants are 
then ready for checking. 

Subsequent procedure is similar to 
the other method. Because of the 
dissimilarity of each State in respect 
of distribution of preference holdings, 
prevalence of dividend instructions, 
peculiar place names, etc., it is difficult to 
arrive at the rate at which the machine 
operator can do the warrants, but a 
conservative estimate would be ap- 
proximately 300 a day. 


Bigger Register. 

The change from the system of 
handling the dividend entirely on the 
ledger machine to the present method 
was a big step and required a consider- 
able amount of re-organisation. There- 
fore, no doubt, a point very much in 
your mind is—why did we do it? The 
answer to the question is a major 
reason supported by a number of less 
important ones, but each bearing some 
weight. The main reason for the 
change was that our registers suddenly 
increased from approximately 2,000 to 
4,400 shareholders, and the task of 
paying the dividend became far too 
great to be handled on the ledger 
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machines. Supporting this main reason 
were a number of other factors which 
had been under consideration for some 
time, but which were in themselves not 
sufficient to cause us to change from 
our original system of paying the divi- 
dend. 


In our organisation, we possessed 
four ledger machines at the time of 
change. These were all fully occupied 
in keeping the accounts of the com- 
pany, and the imposition of the divi- 
dend work caused considerable obstruc- 
tion to the normal routine work, which, 
as a consequence, became well in 
arrears. Then again, the question of 
quality of work performed on the divi- 
dend was a varying factor depending 
entirely upon the machine operator. 
At one time we had but one operator 
who could consistently turn out the 
quality of work desired. This resulted 
in sweated labour, which, under any 
circumstances, is poor policy: again, 
it was most undesirable to have the 
success or otherwise of payment of a 
dividend in the hands of one ledger- 
machine operator. All systems, no 
matter whether they be connected with 
dividends or otherwise, should be free 
of dependence entirely on one or two 
persons. These and other minor dis- 
advantages not listed here easily out- 








weighed the advantages of the system 

of payment of dividend on ledger 

machines. 

Two features of the machine-paid 
dividend which were more advan- 
tageous than the present system were: 
1. The overall quality of each divi- 

dend warrant was better than that 
prepared now, although it is 
thought that with the present sten- 
cil method results are sufficiently 
good as not to in any way impair 
the shareholders’ confidence in the 
staff of their company. 

2. As the dividend was prepared, so 
were four copies of the dividend 
lists. The sole advantage of this 
was not so much saving in time as 
the fact that we had a definite copy 
of every dividend warrant pre- 
pared. The new system does not 
quite permit this, although the 
checking methods adopted should 
preclude any difference between the 
copies kept at this office and the 
original dividend sent out. One of 
the copies prepared by the ledger 
machinist was used in the past as 
part of our Annual List and Sum- 
mary. This was disadvantageous 

because the Registrar of Companies 

was not prepared to accept a copy 
of the warrants but insisted on an 
original for his Annual List and 

Summary. 
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what we require in the business with 
which I am connected myself, and some 
of them at least will not be suitable 
requirements for businesses of a dif- 
ferent type. Management is looking 
increasingly towards the cost account- 
ant for assistance and guidance, and it 
is the responsibility of the cost ac- 
countant to furnish informatien in a 
manner which can be readily assimi- 
lated. Top Management has not the 
time to wade through masses of de- 
tailed figures, and the lower branches 
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of Management have, in_ general, 
neither the time nor experience to as- 
similate great detail. Simplicity, 
clarity and promptness are three essen- 
tial factors in all information required 
of the cost accountant. Extreme ac- 
curacy generally does not receive the 
appreciation that the cost accountant 
sometimes thinks it should. 

From what I have said today it 
seems that what Management requires 
of the cost accountant is not far short 
of the impossible and with that view 
I am sometimes inclined to agree. 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, L.L.M., (Librarian of the Supreme Court of Victoria) 


THE DISSENTING SHAREHOLDER 
IN AN AMALGAMATION 


HERE there is a merger of two 

companies, difficulty is frequently 
caused by some stubborn minority 
shareholder, who refuses to come in 
with his fellows. The Parliaments of 
this and other countries, including 
U.K. and Canada, came to the rescue 
with legislation providing that if 90% 
“come to the party” the other 10% 
may be coerced. In Victoria, this is 
the Companies Act 1938 s.155. 


This, of course, is rather drastic, 
and normally one’s sympathy is with 
the small shareholder who is being 
compelled to dance to the tune played 
by the majority. Nevertheless, this 
power is conferred by Parliament and 
the company is entitled to use it. 


The case of Rathie v. Montreal Trust 
Co. (1952) 3 D.L.R.61, deals with 
these problems. The respondent com- 
pany offered to purchase all the shares 
in the British Columbia Paper and 
Pulp Co., the offer to remain open for 
15 days, and all of the 100,000 shares 
of the Paper Company were acquired 
by the Trust Co. except 40 owned by 
the applicant, who took proceedings 
for a declaration that the Trust Co. had 
no compulsory power to acquire his 
shares. 


The case reads like a pig-headed at- 
tempt to prevent the inevitable, and the 
reasons put forward by the applicant 
were pretty feeble. Firstly, he sug- 
gested that the “scheme or contract” 
envisaged by the section did not include 
anything so simple as an offer to pur- 
chase shares outright for cash. But 
the Court could see no reason why it 
should not do so. 
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It appeared that the Trust Co. 
already owned some shares in the 
Paper Co. This, it was urged, pre- 
vented the section from operating at 
all. How, it was asked, could the 
Trust Co. offer to purchase all the 
shares when it owned some of them 
already? The Court, however, felt no 
difficulty in holding that the section ap- 
plied to a scheme whereby the com- 
pany sought to acquire all the out- 
standing shares. In doing so, it cast 
doubt upon the suggestion of the Cohen 
committee in England, that the section 
cannot be worked if the acquiring com- 
pany already holds 10% of the issued 
shares. For if this Canadian interpre- 
tation is correct, it is not 90% of all 
the shares which must accept the offer 
within 4 months , but only 90% of the 
outstanding shares which the company 
wishes to acquire. 

Finally, the original offer of the 
Trust Co. was expressly left open for 
only 15 days. The Court held that 
there was no need for the offer to be 
left open for the whole 4 months men- 
tioned in the section, if the acquiring 
company could get its 90% in some 
lesser period. 

Accordingly, the applicant failed and 
the Trust Co. got its shares. 

Incidentally, it is not explained how 
a Trust Co. in Montreal came to be 
buying up a paper pulp company at the 
other end of Canada. 


OBJECT CLAUSES 


HE doctrine of “ultra vires” with 
its rule that if a company does 
something not covered by its memoran- 
dum, it cannot sue or be sued on its 
contracts, has had the natural corol- 
lary that objects clauses now authorise 
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everything one can possibly think of, 
and have no real relation to the pro- 
posed objects of the company. 

This had led many people to urge 
that the doctrine has outlived its use- 
fulness and should be abolished. There 
is a very great deal to be said for this, 
but one thing we must remember. The 
shareholders came into the company on 
the understanding that it would carry 
out some object advertised in the pros- 
pectus, and if the engineering company 
gives up its factory and opens a pawn- 
shop, or the food processing company 
goes in for gold mining, these share- 
holders are entitled to object. Unfor- 
tunately, the “objects clause” is no 
longer any real protection in a case 
such as this, for whether the new ac- 
tivity is included in the objects or not 
is largely a matter of chance. The 
shareholders do need protection, but 
the “objects clause” does not neces- 
sarily afford it. 

These scattered thoughts were 
evoked by the South African case of 
Ex parte Air Charter Survey and 
Exploration (Pty.) Ltd. (1952) 4 S. 
Af. L.R.165. There the company had 
a memorandum with a list of objects 
of the type suggested by its name. It 
decided to alter its objects and to turn 
itself into an invested company. 

However, the Court, basing itself to 
a large extent on the name of the com- 
pany, suggested that the honest way 
for the majority to make any such 
change as that proposed was to go into 
liquidation and start a new company. 

Accordingly it refused to sanction 
the change. 


DIRECTOR DISCLOSING HIS 
INTEREST 
RAY v. New Augarita Porcupine 
Mines Ltd is a decision of the 


Privy Council apparently reported in 
(1952) 3 D.L.R.1. It deals with the 
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mess which arose out of the activities 
of the appellant Gray as sole controller 
of the respondent company. The com- 
pany was registered in Ontario as a 
mining company with a nominal capital 
of $300,000 in dollar shares. The 
memorandum contained power to issue 
shares at a discount of 99%. From its 
formation in 1936 till 1942 the com- 
pany was entirely in the hands of the 
appellant, Gray. The only other direc- 
tors were two of his employees, but in 
any case no directors’ meetings were 
held, and all the company ever did, 
apparently, was from time to time to 
sell Gray shares at 20 cents each, a 
discount of 80% (which, incidentally, 
he did not pay), so that he could sell 
them on the Stock Exchange for prices 
ranging from 25 to 40 cents per share. 
Its only other business was a certain 
amount of “public relations” activity 
to keep up the price of the shares. 


Finally, of course, the crash came, 
Other directors were appointed, the 
position was investigated and its utter 
hopelessness more or less realised. At 
a directors’ meeting the new directors 
challenged Gray, and finally agreed 
that he must pay up the 20 cents on all 
the shares he had acquired, and that 
all claims would then be discharged on 
both sides. 

As the mess was gradually cleared 
up it became obvious that the company 
had made a bad bargain, and that 
Gray should have been liable, not only 
for the profits he had made on these 
shares, but also for a long line of stock 
exchange transactions, conducted on 
the simple basis that if the stock pur- 
chased went up he kept it himself, but 
if it went down he booked it as having 
been bought by the company. 


These proceedings followed, the com- 
pany alleging that Gray had procured 
this compromise of claims by means of 
fraud. This claim broke down for the 
simple reason that at the crucial meet- 
ing he had not said anything, true oF 
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false, but simply taken what was com- 
ing to him, accepted what the others 
told him and signed on the dotted line. 

However, the Privy Council was able 
to hold him liable, for a reason of con- 
siderable interest. 

It will be recalled that Gray was still 
a director, and that this compromise 
was therefore a contract between a 
director and his company. 

The articles of this company con- 
tained the usual provision that a direc- 
tor may contract with the company so 
long as he does not himself vote as a 
director and that he has disclosed to 
his colleagues “the nature of his 
interest”’. 

In this case, Gray declared that he 
had an interest in the compromise 
being effected, as was obviously the 
case. However, the Privy Council held 
that this was quite insufficient. <A 
director contracting with the company 
must not merely say “I am interested”. 
His declaration must make his col- 
leagues fully informed as to the real 
state of things, so that they know 
exactly what his interest is. This, ob- 
viously, Gray had not done and the 
Privy Council ordered him to account 
to the Company for all the profits made 
by him out of these share transactions. 


FORGED CHEQUE ON JOINT 
ACCOUNT 


When parties open a joint account, 
cheques on which must bear both sig- 
natures, what is to happen if one of 
them forges the signature of the other? 
This is discussed in Brewer v. West- 
minster Bank (1952) 2 T.L.R.568. 


_ In that case, testator died, appoint- 
ing the plaintiff and one Stevens his 
executors. They attended at the West- 
minster Bank, and opened a joint ac- 
count, the standard form which they 
signed requesting the bank to “honour 
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any drawings thereon signed by both 
of us...and we agree that any lia- 
bility to you incurred by us on such 
account shall be joint and several”. 

For over five years, Stevens pre- 
sented a monthly cheque for £10, 
signed by himself and bearing also a 
forged signature of the plaintiff. 
Monthly statements were sent to 
Stevens, and it was not till plaintiff 
saw one of these that she realised some- 
thing was wrong. Stevens then went 
to prison and these proceedings to re- 
cover the amount of £3,000 paid on the 
forged cheques, followed. 

Obviously, if both signatures had 
been forged by some third party the 
Bank would not have had a leg to stand 
on. Clearly its contract with its cus- 
tomer is to honour drawings signed by 
him, not by someone else. 

Did it make any difference that only 
one of the signatures was forged and 
that (indeed) the forger was actually 
one of the customers with whom the 
Bank had contracted? The learned 
Judge, McNair J., held that it did. The 
Bank had one single contract with both 
the plaintiff and Stevens. 

To any action in respect of the ac- 
count they must both be parties, and as 
it had a complete answer to any claim 
by Stevens it was not liable at all. 

With all respect, this seems to be 
letting formalities obscure the real 
rights of the parties. The Bank had 
paid away the plaintiff’s money with- 
out his authority and there seems no 
real reason for holding that he must 
(in effect) guarantee the honesty of 
his co-executor. 

One is pleased to note that the plain- 
tiff obtained leave to appeal. 


MINORITY SHAREHOLDERS 


HEN a minority shareholder feels 
he is being unjustly treated by 
the majority, his only remedy under 
the Victerian Companies Act is to 
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petition to have the company wound up 
on the ground that it is “just and 
equitable” to do so. It is difficult to 
prove that oppression has been so gross 
as to justify this, and even if he suc- 
ceeds, very often the unfortunate share- 
holder finds that the only result is to 
“cut off his nose to spite his face”. 

The U.K. Act of 1948 accordingly 
provides by s.210 that if a member 
complains that the company is being 
conducted in a manner oppressive to 
himself, the Court, instead of ordering 
a winding up may order the other 
members of the company itself to buy 
the shares of the petitioner and his 
group of shareholders. 

In the Scottish case of Elder v. 
Elder and Watson Lid., 1952 S.C.49, 
petitioners were respectively director 
and secretary and director and factory 
manager of the company. They were 
old men and one of them was sick and 
away from duty for four months. A 
third director, who did not control a 
majority of the shares, persuaded the 
other shareholders to reconstitute the 
Board and leave these two out of it. 
They then applied for an order under 
section 210. 


It is pretty obvious that the share 
holders have the right to change the 
directorate if they desire to do so, and 
that normally it is not “oppression” 
either to do this, or to persuade others 
to do it. One feels, therefore, that the 
Scottish Court was quite justified in 
dismissing the petition. 

The Court, however, pointed out that 
sec.210 only enables a “member” to 
complain. How anyone else could 
complain is a mystery, but the Court 
seized on this as an indication that the 
“member” must be oppressed in his cate. 
gory of “member” and not in some other 
capacity such as director or employee. 
Most of these “oppression” cases in- 
volve small family companies where 
the shareholders are paid substantial 
salaries and small dividends (largely 
for taxation reasons) and where it is 
extremely difficult to tell what con- 
sequences do and what do not flow from 
membership. 

It is therefore submitted that this 
interpretation of section 210 stultifies 
the probable intention of Parliament, 
and that any State proposing to adopt 
s.210 should consider carefully whether 
its terms should not be broadened to 
make it quite clear that such cases are 
included. 





PERSONAL PARAGRAPHS 


It is with very much pleasure that 
we record that Her Majesty the Queen 
has conferred the honour of Officer of 
the British Empire on Mr. J. T. Pinner, 
a Fellow of the Society, for his out- 
standing services to the Commonwealth 
of Australia. 


Mr. M. G. Roberts, A.C.A.A. Presi- 
dent of the Victorian Division of The 
Australasian Institute of Cost Account- 
ants, is to travel to England at the end 
of this month for the Ceronation. This 
will be the first occasion in which a 
President of the Division will visit 
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England in his year of office. Mr. 
Roberts is keen to make contact with 
organisations such as The Institute of 
Cost and Works Accountants and dis- 
cuss mutual Institute matters. 

In addition to conducting an exten- 
sive accounting practice known as M. 
G. Roberts & Co. he is a Director of 
Wilke & Co. Ltd., Printers, of Mel- 
bourne. 


Miss H. J. Crozier, A.A.S.A., part 
ner R. L. Leane & Crozier, has beet 
registered as a Trustee under the 
Bankruptcy Act. She is the first 
woman in Australia to be so registered. 
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BOOK REVIEWS 


HOW TO RUN A MEETING 
Company Meetings: W. F. Talbert, 
F.C.LS., Stevens & Sons Ltd., Lon- 
don, 1951. Distributed throughout 
Australia by The Law Book Co. of 
Australasia Pty. Ltd.; Price 31/6 
(Aust.) ; Pp. 178 + xi. 


HIS very useful text on company 

meetings is No. 3 of a practical 
series on business law and administra- 
tion. It has the great merit of confin- 
ing itself to an exposition of matters 
relating to company meetings, and 
avoiding confusion by attempting to 
cover too much ground. 


The author, who is a practising sec- 
retary and company director in Lon- 
don, and who lectures on secretarial 
practice, will be well known to readers 
of The Secretary through his regular 
contributions to that journal. His aim 
has been to present a practical inter- 
pretation of the law, conduct, and pro- 
cedure applicable to meetings of com- 
panies registered under the English 
Companies Acts, and it seems that he 
has admirably achieved that objective. 
Even though there are some differences 
between English company law relating 
to meetings, and the law in each of the 
Australian States and New Zealand, 
that fact should not detract from the 
value of this work to Australasian com- 
pany executives and their professional 
advisers, for these few differences may 
readily be noted, and local laws fol- 
lowed instead of the English law re- 
ferred to in this book. 


The text of this work, which is illus- 
trated throughout with practical ex- 
amples, forms, and draft resolutions, 
is divided into two parts, one of which 
deals with the constitution and con- 
duct of company meetings, and the 
other part with the various kinds of 
meetings which can be held by a com- 
pany and its directors. 
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The usefulness of this book is en- 
hanced by the admirable system 
adopted of referencing matters in the 
body of the text to earlier or subse- 
quent pages where the particular as- 
pect noted is more fully dealt with, or 
specimen forms are given. The prac- 
tical value of many a textbook is 
diminished because of an inadequate 
index. Tests applied to the index to 
this work indicate that it does not suf- 
fer from this defect, and that it is 
adequate. This is a book which every- 
body concerned with company meet- 
ings, the procedure involved, and gen- 
eral practice, before, during, and after 
such meetings, could study with advan- 
tage, and have available for ready re- 
ference. 

J. WALLACE ROSS. 


A GOOD GUIDE TO AUDITING 

Auditing for Students: Ronald A. 
Irish; The Law Book Co. of Aus- 
tralasia Pty. Ltd. Sydney, June, 
1952; Pp. XII + 468, including 29 
pp. examination questions; Price: 
37/6. 


N the preface to this book Mr. Irish 
points out that a large part is drawn 
from his Auditing Theory and Prac- 
tice. In fact, the text of the two books 
is fundamentally the same, but in this 
publication the material has been modi- 
fied to meet the specific needs of 
students preparing for examinations. 
The similarity between the two publi- 
cations should cause no surprise, for 
our students have used the earlier text 
successfully over the past four years 
and some will continue to acquire it 
for its wider reference value. But, 
faced with such a comprehensive text, 
most students welcomed selective guid- 
ance and this is what the author has 
ably provided in Auditing for Students. 
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Two lengthy appendices which ap- 
peared in the earlier publications have 
been omitted. One gave the provisions 
of importance to auditors in the vari- 
ous companies acts of Australia and 
the other dealt with the legislation in 
New South Wales and Queensland re- 
lating to the registration of public ac- 
countants. Lengthy extracts from 
legal decisions have also been omitted 
and only those parts quoted which are 
essential. The chapters have been re- 
arranged in what seems to be a more 
logical sequence and the material in 
some chapters has had the emphasis 
shifted or been amplified to meet 
student requirements. This has re- 
sulted in improvement of the chapters 
on company audits and a more detailed 
explanation of the practical procedure 
of ticking, vouching and calling post- 
.ings. There is a completely new set of 
examination questions taken from more 
recent papers set by the four main 
accountancy institutes of Australia. 


I know of no book which will provide 
students with a better description of 
the routine processes of auditing. 
There are excellent chapters on in- 
ternal audit and audit programmes. 


But the book goes beyond this to the 
principles and theories which assist an 
auditor in making the decisions he is, 
or may be, called upon to make. There 
are chapters on depreciation, reserves 
and provisions, divisible profits, inter- 
pretation of financial statements, valua- 
tion of goodwill and share valuation. 
I feel that there may be cases where 
the bearing of these chapters on the 
practice of auditing may not always be 
clear to students. For _ instance, 
analysis and interpretation is enly of 
limited value as an audit tool and 
students should be warned that it is no 
part of an auditor’s duty, as auditor, 
to express opinions on the financial 
management of a firm. The principal 
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theories of goodwill valuation are de- 
scribed but not all would share the 
author’s preference for methods that 
treat goodwill as a permanent asset. 
Any publication by Mr. Irish is 
buond to appeal to students. He has 
the clear, straight-forward style and 
the orderly presentation that is of par- 
ticular value to the student. But it 
would be wrong to be misled by the 
modest title into thinking that this book 
will just be a most widely used examina- 
tion text over the years to come. It is 
much more important than that. It is 
a comprehensive text that is certain to 
occupy a prominent place in our ac- 
counting literature. 
W. J. STEWART. 


A COSTING DISAPPOINTMENT 
Cost Accounting in Industrial Manage- 
ment: H. Fisher and D. L. Thomp- 
son; Gee and Company (Publishers) 
Limited; London, Pp. 210. 
N the introduction, the authors state 
that cost accounting is the oldest 
form of commercial guidance, the tech- 
niques of which have changed over the 
years, but which has remained basic- 
ally the same. They contend that oc- 
casionally some degree of accuracy 
may be sacrificed in order to make in- 
formation available quickly. With this 
promising start, one looks forward to 
an interesting work. The authors as- 
sume that the reader “is already ac- 
quainted with the principles of book- 
keeping and elementary costing, the 
definition of terms and the general 
organisation of an industrial unit”. 
Chapter 1, on Factors Governing the 
General Arrangement of Cost Account- 
ing Details, deals with fundamental 
requirements common to all methods 
of costing and accountancy, and de 
scribes “these universal elements” 4s 
accuracy, adequacy and availability, 
with the latter as the most important. 
Chapter 2 deals with Financial Ac 
counts—The General Ledger, and in- 
cludes a comprehensive plan of ac 
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counts with discussion on the various 
groups therein. On the subject of de- 
preciation, the authors state that for 
cost accounting, the simplest form is to 
budget on the basis of values at the 
beginning of the year, and they ad- 
vocate the “adoption of the principle of 
not charging depreciation during the 
initial part year of use of a machine”. 
Many readers will not be inclined to 
accept this “principle.” It appears 
that the intention is that depreciation 
should be calculated on reducing 
balances, because the various asset ac- 
counts are credited with depreciation 
and depreciation is calculated on values 
(not cost) at the beginning of the year. 
Such a preference for the reducing 
balance method over the straight-line 
method is unusual. 


Process Costs (Control) is the sub- 
ject of Chapter 3, and seems to be 
rather abruptly introduced. Standard 
costs also are mentioned in this chap- 
ter, with the odd comment that “stan- 
dard costing is the application of a 
technique of cost accounting; ‘actual’ 
cost is the true basis”. The chapter is 
given over to a working example of 
process costs with standards “only ap- 
plied to products, and in this limited 
form it cannot be described as applied 
standard costing”. Earlier in the 
same paragraph we read “the standard 
costing method is the principle adopted 
in this chapter”. Chapter 4 continues 
the topic of process costs and deals 
with the subject in its departmental 
aspects. 


Chapter 5 is divided into three parts, 
dealing respectively with materials, 
wages and production control—work in 
progress. The greater part of its 40 
pages is devoted to describing and illus- 
trating various forms. 
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Chapter 6 entitled “Standard Cost 
Accounting (Budgetary Control)” 
deals mainly with standard cost of pro- 
ducts and is illustrated with reference 
to an engineering works. There is 
little reference to budgetary control, 
and none at all to the fact that it can 
be operated separately from standard 
costs. 


In the early part of Chapter 7— 
Standard Costs—there is in the 
authors’ own words the following “very 
definite and very dogmatic” statement. 
“There is one main purpose of costing 
and that is to provide a basis for fixing 
prices: other applications of costing 
are all secondary in functional respon- 
sibility, subsidiary in preparation and 
supplementary in operation”. They 
expect this to “invite strong criticism”, 
as it undoubtedly will. Surely it must 
be admitted that these are cases in 
which either selling prices are not fixed 
in relation to costs or there are no sell- 
ing prices at all (such as public ser- 
vices) or there are centres within en- 
terprises where selling prices do not 
apply. The implication that there is 
no main purpose of costing or perhaps 
any purpose in costing at all in these 
cases is impossible to accept. 

Chapter 8 deals with Costs and Sell- 
ing Prices, and is influenced by the 
attitude taken in Chapter 7. The chap- 
ter contains some useful points on 
estimating costs and fixing selling 
prices. 

The remaining Chapters (9, 10, 11) 
are a useful discussion of time and 
motion study. 

Generally, the work as a whole is 
disappointing. Too much is left un- 
said; precision of expression is lacking 
in various places; and it is not well in- 
tegrated. There is no index. 


L.H.D. 





NEWS AND NOTES 


CONFERENCE OF STATE 
REGISTRARS 

State Registrars of all Divisions met 
in Melbourne on January 8 and 9 to 
consider means of conducting Society 
affairs in the most efficient and eco- 
nomical way. Officers who attended 
were Messrs. J. L. Amies of Brisbane, 
B. L. Horsley of Sydney, D. L. Chipp of 
Melbourne, J. Rolfe Sabine of Adelaide, 
R. H. Stowe of Perth and J. E. Braith- 
waite of Hobart. The General Registrar, 
Mr. Andersen, presided and Miss M. R. 
Barbutt was in attendance. 

The Conference was opened by Mr. 
G. E. Fitzgerald, Vice-President, who 
read a message from the President. 
Both the President’s message and Mr. 
Fitzgerald’s remarks stressed the re- 
sponsible and important tasks to be 
performed by the Society and the need 
for an efficient and enthusiastic team 
of administrative Officers. Whilst the 
General Council was responsible for the 
development of policy, the implemen- 
tation of policy and the day to day con- 
duct of Society affairs were functions 
of Divisional Councils. The arrange- 
ment detracted in no way from the 
important nature of work to be carried 


out by Divisional Councils, Committees 
and Executive Officers. The objective 
was to achieve unity of purpose and 
action, to provide continuous and ex- 
peditious means of exchanging views 
and experience and to make available 
the maximum possible benefits and 
range of services to members of the 
Society in whichever State they may 
reside. In short, it achieved centralisa- 
tion of policy-making and decentralisa- 
tion of administration. 

Means of conducting all aspects of 
Society business were covered by the 
twenty-one items of the Agenda. Par- 
ticular attention was given to means 
of extending the services of the Society 
to members of all Divisions and to the 
conduct of three series of examinations 
during 1953. 

The Victorian members of General 
Council, Messrs. A. A, and G. E. Fitz- 
gerald, R. E. Gregory and R. S. Sharp, 
met the State Registrars during the 
course of the Conference. By this and 
other means, State Registrars were 
able to gain a comprehensive view of 
the stage reached in the establishment 
of the Society, and of plans and aspira- 
tions for its development. 





COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
EXAMINATIONS: OCTOBER, 1952. 
FEDERAL INCOME TAX LAW AND PRACTICE 
MODEL ANSWERS 


y 
D. Dobbie, A.M.T.C., A.A.S.A. 
and 
C. W. Weir, A.M.T.C., A.A.S.A. 


The answers to examination questions which appear in this section are 


not official. 


They have been prepared by members of the Commonwealth 


Institute of Accountants, but have not been reviewed by the Board of 
Examiners. 


1. Johnston is employed as Works 
Manager of Torbay Ltd. under a 
contract of employment which has 
ten years to run from Ist July, 1950. 


The remuneration payable under 
the contract is £2000 per annum. 
On ist July, 1952 Baytor Ltd 
absorbs Torbay Ltd. and the direc- 
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tors decide to dispense with John- 
ston’s services. They offer him 
a lump sum payment of £8000 
in consideration of the cancel- 
lation of the remainder of his 
service contract. Johnston accepts 
and receives the money. He seeks 
your advice as to whether this 
£8000 should be included in his 
assessable income for the year 
ended 30th June, 1953. 

Write a letter advising him. 


Answer: 
Dear Sir, 

It is advised that Section 26(d) of 
the Commonwealth Income Tax Assess- 
ment Act prescribes that lump sum 
payments received by a taxpayer upon 
retirement from, or in compensation 
for the loss of, any office of employ- 
ment are subject to tax. It provides 
that five per cent. of such lump sum 
payment must be included as assessable 
income of the recipient. 

Therefore the receipt of £8000 from 
Baytor Ltd. being in respect of the 
concellation of your service contract 
with Torbay Ltd., falls within the 
scope of this section. It will be neces- 
sary for £400, representing five per 
cent. of the £8000 received, to be in- 
cluded in your assessable income for 
the year ended 30th June, 1953. 

Yours etc., 


* * * 


2. Explain how the profit on the sale 
of goods is computed for purposes 
of income taxation in the following 
circumstances :— 

(a) Where the goods are manu- 
factured outside Australia and 
are sold in Australia by the 
manufacturer. 

(b) Where the goods are purchased 
outside Australia by a non-re- 
sident of Australia and are sold 
in Australia. 
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Answer: 


(a) The profit on goods sold in Aus- 
tralia by a non-resident manu- 
facturer is computed as follows:— 

By deducting from the sale price 
of the goods the following— 

(a) The price for which, at the 
date the goods were shipped 
to Australia, goods of the 
same nature and quality could 
be purchased by a wholesale 
merchant in the country of 
manufacture. 

(b) The expenses of transporting 
the goods to Australia. 

(c) The costs of selling the goods 
in Australia. 

(Section 38). 

For such a transaction to attract 
Australian tax, it is essential that 
the goods in fact be sold in Aus- 
tralia. It is also necessary that 
the goods be in Australia at the 
time of sale or that the goods are 
brought to Australia as a result 
of the sale. 

Therefore, the manufacturer 
would not be subjected to Aus- 
tralian tax on the profit made if 
the goods were sold in the country 
of origin, at the wholesale price, 
i.e. on his normal manufacturer’s 
profit. 

Where goods are sold in Australia 

by a non-resident merchant, the 

profit is ascertained as follows:— 

By deducting from the sale price 
of the goods the following:— 

(a) The purchase price paid for 
the goods. 

(b) The expenses of transporting 
the goods to Australia. 

(c) The cost of selling the goods 
in Australia. (Section 39). 

As in the former case, it is 
essential that the goods are in 
fact, sold in Australia and are in 
Australia or are to be brought into 
Australia as a result of the sale. 
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38. The following is the balance sheet 
of -Locandro Ltd. at the date on 
which it is placed in liquidation: 


Paid Capital in £1 Shares £50,000 


Profits & Loss Account (re- 
presenting profits on the 
Company’s trading) .. .. 10,000 


Revaluation Reserve (re- 
presenting surplus aris- 
ing from the revaluation 
of a factory building 
which had been owned 
and used for 25 years) . 20,000 


£80,000 


In the course of liquidation the 
liquidator sells the Buildings, 
Plant and Equipment for £80,000, 
and the Current Assets realise 
their book values. 

Will any of the amounts dis- 
tributed by the liquidator be 
assessable income in the hands of 
the shareholders? 


Answer: 

Liability to taxation of funds distri- 
buted by a liquidator to the share- 
holders of a company in the course of 
winding up, is governed by the pro- 
visions of Section 47 of the Common- 
wealth Income Tax Assessment Act 
1936-50. 

Subsection (1) of the section pro- 
vides :— 

“Distributions to shareholders of a 

company by a liquidator in the 

course of winding up the company, 
to the extent to which they represent 
income derived by the company 

(whether before or during liquida- 

tion) other than income which has 

been properly applied to replace a 

loss of paid up capital, shall for the 


Sundry Current Assets . .. £20,000 


Buildings, Plant & Equip- 


ment .. 60,000 


£80,000 


purpose of this Act, be deemed to 

be dividends paid to the share- 

holders by the company out of profits 
derived by it.” 

Applying this principle to the facts 
of the question, the following points 
arise :— 

(1) Distributions by the liquidator 
are only taxable to the extent 
to which they represent trading 
income derived by the company. 
Therefore the profit of £20,000 
arising out of the sale of the 
Buildings, Plant and Equipment 
will not be taxable in the hands 
of the shareholders as it re 
presents a capital accretion to 
the Company. (See (5), how- 
ever). 


Revaluation Reserve, as it has 
not been distributed as a divi- 
dend by bonus shares to the 
shareholders, does not fall within 
subsection (3) of Section 47. 
As it also does not represent 
trading income in the hands of 
the company, the shareholders 
will not be taxed upon the 
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£20,000 when it is distributed by 
the liquidator. 

(8) Paid up capital of £50,000 will 
naturally not be taxable. 

(4) Therefore of the £100,000 distri- 
buted by the liquidator, the 
shareholders of Locandro Ltd 
will only be taxable on the 
£10,000 being in respect of 
Profit and Loss Account (re- 
presenting profit on the com- 
pany’s trading). 

Students should note, however, 
that any profit on Plant and 
Equipment sold could be includ- 
ed as part of the trading income 
of the company should the pro- 
visions applicable to deprecia- 
tion being written back apply. 
(TO BE CONTINUED) 


STUDENTS’ SOCIETY. 
Prize-winners, October, 1952. 

The Council is pleased to announce 
the following awards as a result of the 
October, 1952 examinations of the Fed- 
eral Institute of Accountants. 

Complete Intermediate Course. 
(aeq. Ist.) S. Ling, P. Singhakowinta. 
Advanced Accounting No. 1. 

T. W. Mapperson. 
Advanced Accounting No. 2. 
B. R. Cohen. 
Advanced Accounting No. 3. 
E. A. O. Revell. 
Auditing. 
A. J. Power. 
Mercantile Law. 
(aeq. Ist.) S. R. Forell, V. R. Holmes. 
Bankruptcy Law. 
E. P. Jones. 
Company Law. 
J. McA. Howden. 
Income Tax Law. 
A. J. Power. 
March Meetings. 

Two Meetings will be held during 
the month of March on the dates set 
out below. 
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In both cases the Meetings will be 
held in the General Meeting Room of 
the Victorian Chamber of Manu- 
factures at 8 p.m. and the respective 
subjects and speakers will be— 


2nd March, 1953. 
Partnership Accounts. 
by 
Mr. J. S. Egan, B.A., B. Ed., etc. 
30th March, 1953. 
Contracts. 
by 
Mr. L. C. Voumard, B.A., LL.B., 
Senior Lecturer, School of Account- 
ancy, Melbourne Technical College. 


A cordial invitation is extended to 
all Members of the Commonwealth 
Accountants Students’ Society and any 
other interested persons to be present 
at either or both of these Meetings. 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS. 
FEBRUARY, 1953. 


COST BULLETIN COMPETITION: 
Details of 1953 Competition. 


The General Council has pleasure in 
announcing that the “Cost Bulletin” 
Competition conducted last year is to 
be repeated in 1953. A prize of £25 
will be awarded.to the contribution to 
the “Cost Bulletin’ deemed to be the 
best received up to December, 31, 1953. 

The General Council reserves the 
right to modify the award if no con- 
tribution received is regarded as reach- 
ing the desired standard. The follow- 
ing are the conditions of the competi- 
tion :— 

(a) All entries are to be typed double 
spaced and forwarded in duplicate 
to the— 

Registrar, 

Australasian Institute of Cost 
Accountants, 

11-19 Bank Place, 

MELBOURNE. 
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(b) All competitors are to nominate a 
nom-de-plume and their own names 
are not to appear on the manu- 
scripts, but to be enclosed in a 
separate sealed envelope addressed 
as above, together with the nom- 
de-plume. 

Length of an article to be un- 
important, and it is agreed that 
an outstanding short article would 
have an equal opportunity in win- 
ning the prize, as against a com- 
plete Bulletin. 

Contributors to indicate when 
forwarding contribution whether 
they desire it to be entered for 
the prize. 

The Council reserves the right to 
publish any article received, irre- 
spective of whether the contributor 
is the winner or not. 

(f) An author’s fee will be paid for 
all contributions published. 

(zg) The decision of the General Coun- 
cil shall be final. 


VICTORIAN DIVISION 


February Activity: 

The Council has pleasure 
nouncing that a Special Lecture will be 
delivered on Thursday, 26th February, 


in an- 


1953 entitled Design and 


Plant Layout.” 


Annual General Meeting. 

The Annual General Meeting of the 
Division will be held at the Victoria 
Palace on Monday 28rd March, 1953 
at 7.45 p.m. Members have been 
circularised and are particularly in- 
vited to accept the President’s invita- 
tion for the annual social function. 


Annual Report. 
This Report now in the process of 
printing indicates a very successful 


“Factory 


year for the Division. | Membership 
has shown a very satisfactory increase 
of 55 and activities during the past 
twelve months have been particularly 
good. The status of the Cost Account- 
ant is now established as that of an 
important executive in industry and 
his work is recognised on this basis 
particularly where reduced costs are 
essential to the economic welfare of in- 
dustry and to the country in general. 


WESTERN AUSTRALIAN DIVISION. 
RESEARCH AND STUDY GROUP. 
The group wound up the year’s acti- 
vities on the 18th November with a film 
evening at the Shell Theatrette, at 
which films on industrial organisation, 
supported by films of general interest, 
were shown. There were over fifty 
members and guests present. 


A visit was also made to 5 Base 
Ordnance Depot where members were 
given a demonstration of R.A.A.0.C. 
methods of receiving, holding and 
issuing stores. 


DIVISIONAL COUNCIL PRIZE. 

The Divisional Council has awarded 
a Prize to Mr. P. S. Bunney for obtain- 
ing the highest marks at the Perth 
Technical College 1952 examinations in 
cost accountancy. 


MEMBERSHIP. 
The following new members were 
admitted on the 10th December, 1952. 
Associate—— 
W. R. KIRK 
Provisional Associates— 
P. S. BUNNEY 
K. T. CADEE 
Cc. F. DIXON 
H. W. SORENSEN 
O. G. MALEY. 
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THE CLEARING HOUSE 


IDENTIFICATION CERTIFICATE. 


In Mr. Meier’s article “Share Regis- 
tration Tail-ends” in the December is- 
sue of The Federal Accountant, he re- 
fers, under the heading “Powers of 
Attorney” to an identification certifi- 
cate, the purpose of which he is unable 
to explain. 

In Queensland, and I think, in other 
States also, such a certificate would in 
all probability be endorsed for the pur- 
pose of having the power of attorney 
registered in the Real Property Office. 
In this State all instruments (includ- 
ing Powers of Attorney) lodged for 
registration in that office must be at- 
tested by some one in a limited cate- 
gory (which includes justices of the 
peace and notaries) or, if not so at- 
tested must bear an identification cer- 
tificate along the lines set out in Mr. 
Meier’s article by some person author- 
ised to attest. 

I do not think the identification cer- 
tificate need concern a company secre- 
tary in relation to dealings in shares. 
It would be otherwise (in Queensland 
at least) if the Power of Attorney were 
produced in connection with a transac- 
tion with the company relating to free- 
hold land. In that case it would be 
advisable to see that the Power of At- 
torney is registered or is in order for 
registration. But no doubt in such a 
transaction as that, the company’s 
solicitor would be employed. 

G. H. HOPKINS. 

Ingham, N. Q’land. 


MARINE INSURANCE. 


In the December Federal Account- 
ant, Mercantile Law Questions and 
Answers, page 419, Answer No. 8, B. 
“Abandonment” with respect to 
Marine Insurance, might I suggest the 
following as an alternative model 
answer, which students and account- 
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ants handling marine insurance would 
be interested to peruse :— 


The term Abandonment refers to an 
intermediate phase of Marine Insur- 
ance Claims procedure, which perhaps 
is best explained by first emphasising 
that an Insured Owner is expected to 
look after his property, both before and 
after an accident, as a prudent Unin- 
sured Owner would do, and that the 
Underwriter is not a caretaker for the 
insured owner. 


In the event of an accident the first 
step would be to immediately notify the 
Underwriter, but the Insured’s Owner- 
ship Duty continues unless and until, 
the Underwriter agrees to accept 
Notice of Abandonment, which should 
be given by the Insured, as soon as he 
is in possession of all the essential 
facts which might point to a possible 
Constructive Total Loss, i.e., where re- 
covery appears too costly to undertake. 


If such notice is accepted the Under- 
writer :— 

“Takes over the interest of the in- 
sured in whatever may remain of the 
subject matter insured and all pro- 
prietary rights incidental thereto.” 
This involves taking over the in- 

sured’s Ownership Duty. 

Later a claim for Total Loss would 
be paid and subrogation arranged. 

If the Underwriter refuses to accept 
Abandonment he usually agrees that 
the insured shall not be prejudiced by 
the refusal, but the insured’s Owner- 
ship Duty continues, so also does it 
continue if the insured does not give 
notice at the proper time, or the in- 
sured decides not to give notice. 

In these circumstances the subse- 
quent Insurance claim would be called 
a Particular Average Loss, and it 
could be for up to 100% of the Insured 
Value plus Sue and Labour expenses. 


L. M. LENTON. 
Melbourne. 
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WHAT DEMOCRACY DEMANDS 


“Democracy is unworkable unless 
there is widely spread throughout the 
community a respect for truth, a capa- 
city to think outside one’s own interests, 
a willingness to learn from experience, 
and to adjust one’s attitude accord- 
ingly, and (perhaps the most difficult 
of all) the ability to combine convic- 
tion with tolerance. All this demands 
high qualities of head and heart alike, 
for social judgment involves feeling as 
well as thinking. In a word, what we 
need most in our citizens is maturity. 
A knowledge of the facts is important, 
but is not enough. We have to adjust 
ourselves to knowledge and to each 
other.” John H. Nicholson, Principal of 
University College, Hull. 


THE GENTLE GRAFTER 


One of my 27 readers, Mr. F. J. King, 
of Newcastle, has sent the following 
contribution to this pedestrian page:— 

My uncle is a wharfie, and makes 
good money—£30 a week, plus half the 
cargo. The other day he was unloading 
an overseas ship and was walking down 
the gangplank with a wheelbarrow 
filled with straw. A customs officer 
grabbed the barrow, picked the straw 
out and carefully examined every blade 
of it. Finding nothing, he let uncle 
proceed. 

Ten minutes later he was walking 
down the gangplank with a barrow 
filled with straw again. The customs 
man stopped him and made another 
thorough examination, but still couldn’t 
find anything. 
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This went on all day—55 trips und 
made, and still they couldn’t pin anys 
thing on him. 

At 11 o’clock that night the custom 
man called round to where uncle liy 
and roused him out of bed. 

“Look, mate,” he said, “‘you’ve got nr 
so worried I can’t sleep. I know you're 
up to something, but I can’t find 
thing. Look now, speaking off th 
record, man to man, what’s your rackel 
straw?” a 

“No,” says uncle, ““wheelbarrows.” | 


PENNILESS ACCOUNTING 


Mr. L. F. Adams, writing in U.S 
Tax Topics, of 15 February, 13 
states that his organisation has succest 
fully introduced a system of elimin 
ing pennies from its books and record 
It has resulted in an annual saving 
16 per cent. in the number of clerigg 
employees, and nearly 10 per cent. @ 
total accounting salaries. This, in sp 
of increased work. The new system 
on its introduction, was derisivel 
styled: “Centsless Accounting!” T 
pun is not yet dead. I have adapt 
the title to this note to local conditia 
But perhaps it is equally unfortu 
as it may be wrongly understood 
refer to the miserable fees received J 
our profession. 

I suppose the system could be intr 
duced here by entering each turned 
to “the nearest pound.” However, 
am assured by my partners that this 
ungrammatical, and that the referel 
should be to “the nearer pound.” Hé 
I suffer at the hands of such a bat 
of pedants. % 
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